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Tuesday, 
fori 29, 1952) 


---On resuming at 10.00 a.m. 


---The Chairman was not present. 


---Mr. Commissioner Ladner was not present, 


---Mr. Commissioner Levesque in the Chair. 


THR ‘DEPUTY CHALTRMANS Mr. Premier, ladies 
ene Bentiemen, this ae une Opening Of Cur Secon, Sroup 
Grvoublie Ticearines tn Calgary, “the taal ve. Of “tie 
Canadian oil and gas industry. The Commission has just 
come irom a week “ol hearings in the Provinee of British 
Columbia. When we left Calgary two months ago, we 
said we would be back again, and here we are. We 
ere weil glad co be here asain. 

Parst Of all, sl. regrev to announce tiat ome. 
Porgen, the Chalixman of Unis; Commission, Vs) inessoosed. 
Lar happy to report, however, he wihl be back an his 
Chair In anouner day Or twos vit omay be a wheelchair, 

Our hearings in Calgary last February were 
concerned very largely with the many problems of the 
natural gas industry. Naturally, there will be more 
submissions dealing with natural gas. However, in 
the main, our hearings will be concerned with the 


marketing problems of the oil industry and with the 
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possible regulations of pipelines and the possible 
establishment of a National Energy Board. 

The Commission is well aware of the over- 
whelming importance’ or the oil industry in the Pro= 
wirice? Of Alvervarand) Wel are approaching our task 
with the full recognition of the serious nature of 
our work, 

I aiso want to say after today the meetings 
ot the Commission will be held in the Palliser Hotel 
and not in this Auditorium. The Secretary has copies 
of the timetable of tne hearings and he will be glad 
to give them to anyone who is interested. 

We are glad to have the Premier of the Pro- 
vinee with us today and, I believe, he would like to 
make a statement to the Commission. 

Mr. Premier, we understand your submission 
deals especially with gas and you may tell the Commis- 
Sioners if later on in these hearings something will 
be presented or not. I think the public and ourselves 
would be interested. 

Mr. Manning, would you care to address the 
Commission? 

MR. MANNING: Mr. Chairman ana Commissioners, 
before making our submission to you this morning, may 
I say how deeply we regret Mr. Borden's indispositiors 
I know I express the feelings of everyone here and 
everyone who is interested in the work of the Commis~ 


sion when I say that we hope he may have a complete 
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and very speedy recovery, 
Concerning’ your comment regarding the 


future appearance to make a submission with respect 


to the O11 industry, we woulc appreciate the oppor- 
twnity Later on in your sittings in Calgary to make a 
submission in that regard. 

Our submission this morning, as you have 
indicated, deals exclusively with the subject of 


natural gas. 
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SUbMILSSion oF 
HONOURABLE E, C. MANNING, 


PREMIER OF ALBERTA 


APPEARANCES: 
HonouUraple H.C, Manning, Premicre of Alberta. 


Mr. J.J. Frawley, ©%.C. - Counsel 


-~--EXHIBIT NO. CC-29-1: Submission of Honourable 
Hic. Mennane, Premier of 
Alberta, ccncerning Natural 
Gas. 


MR, MANNING: Mr. Chairman and Commissioners: 
May I at the outset ex sress my appreciation for this 
OOPpOrtLUNnIi ty to Dresene to you. the views of tie Govern- 
ment of Alberta with respect to the develooment and 
ULrlivatLon of Upe natural cae resoumces of this 
Provanese. 

As a packground to the observations and 
recommendations I would like to make, may I outline 
briefly the position and policy to whicn the Government 
of Alberta has adhered consistently since the pro- 
duction of natural gas became an imoortant factor in 
ous economy ., We take the o@sition tnhacvour 2irst 
responsibility 18 to encourage uUnder=a system-ol pri- 
vate enterprise the orderly and efficient development 


of our oll Vand: gas PTesources un.er soune enginesring 
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ano conservation practices. 

Tite CL SOO st TiOnuOn £45, our policy has 
been and will continue to be to ensure an adequate 
supoly to ineet the present and future requirements 
of Alberta before we approve export to markets out- 
SLoe. tne Provineoe. ).1O.this end,.the Oi) and Gas 
Resources Preservation Acts of 1949 and 1956 were 
enacted and the Oil and Gas Conservation Board is 
charged with the responsibility of determining the 
quantity of gas necessary to meet the present and 
future requirements of the Province and to approve 
tac export. oniy Of yehat, gas which ds surplus. to 
those, requirements. 

We concur with the generally accepted 
national policy that other Canadian markets, within 
the range of economic feasibility, snoula have first 
Priority wath respect to gas found surplus fo the 
needs of our Province. We have, furthermore, consis- 
tenia, tel that. gas surplus. to. Alberta's require- 
ments, which cannot reasonably be supplied to other 
Canadian markets due to economic or geographic 
considerations, should be approved for export to 
acceptable markets in the United States. 

In considering the interests of the veople 
of Alberta, it must be remembered that they occuvy 
a, dual position. They are, the owners oO: over 90% 
of our gas resources and as owners they have a direct 


interest in seeing that incentive and orderly 
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cevelopment are maintained, that proper conservation 
measures are practised and that a fair and equivable 
DIACeri Peto tO, “Che cas orocuced,, As consumers, 
they are concernec with tne adequacy of susoly to 
meet their present and future requirements, with 
PielocvovVessOn Of recitivies nécessary te pring gas 
Wichin, (he economic reach of the largest. possible 
humber ot Alberta communities and. with th. matter of 
orice to the ultimate consumer. 

im the early years of gas Cevelopiment, 
the major public concern centred around the adequacy 
or supply to meet Alberta's oresent and future re- 
quirements. The proven and potential reserves of 
PAIS PPOVEncCe are Mow, Such. Chatwno, justi taple rea— 
SOm remains for concern as to the adequacy of 
Supply tLOlmeec Provincial consumption. 

The Government and the Oil and Gas Conser- 
yeatvron Boerd have, 6S a matter or policy, retained 
POE VyProvinelal Use 2 suppiy Of gas surficzent to 
meet both annual and pzgak demand for a 30-year period. 
Computations of the reserves necessary for this pur- 
pose have given some weight to ruture discoveries 
indicated by development trends. With firmly es- 
tablished trends related to wildcat wells drilled 
over a period of years, progressively more weight 
ea be given to future Bas discoveries to meet Alber= 
ta's future requirements without in any way diminish- 


ing the security to which the people ov the Province 
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are eMurtleo an GheeMaveer Ol an assured supply 
adequate to meet their future requirements. 

Evidence already submitted to your Commis- 
Si0n at previous néearings with respect to p-oven 
reserves and development trends has made clear the 
fact that Alberta will have vast quantities of 
natural gas over an. above Provincial requirements 
that properly shoulda be made available for markets 
outsicge the Province, 

In recent months, the focus of public ecn- 
cern nas shifted from adequacy of supply to the 
Manver Obl Consumer price, “lt 28 Only Wee vo say 
thatthe eas price structure, which bas prevailed 
in this Provinee until recently, has been unrealis- 
eiC in that 2G Mas borne Little relationship cto the 
actual energy or fuel value of gas as compared with 
other fuels or to the price Alberta gas coulu command 
if offerea elsewhere in a competitive market. phe 
increased volume of natural gas now consumed in the 
Province has necessitated the exoansion and exten- 
STON, Or Catnering ano distribution facilities, ~taere- 
by interjecting additional costs into the domestic 
price. At the same time, competitive bidding Lone 
gas supplies for markets outside the Province has 
resulted in new gas purchase contracts at increasea 
wellhead prices. 

While adjusements in thé gas price sucuc— 


ture within the Province are inevitable and are 


f Sse « pe 
. ig rea ey 


epee ae) Pay sorte am a 


ind 


Tis af vA 10 cs ph 
ae 5 ie tlyp > -% oR eds ts ny + rey 


cee? 


ce 


Ti = tM on is oe ay Spore an ? Deeps Bach hrahive & 


c - ce é eb J oie hd a", Bf. t i. seis. ws 


aes i 


| adres “xj piete: TE Pontront syode ee te 5 #62 Lae — ia 


wait , 
- . 1 be ts 
VA, 
\ <r . " % Ps 
Oy 4 ' RI ‘ r 5 
yoke . . ws 
yA 
oe , 
as . 4 mh oe ph 
ee a ‘ Men Si a Mt 
5 i j _ ee 
Fine 
Z q: { “ee mf 
f me ‘ 4 : ‘ 
; i “ 
i 
i i. 7 
ie sae | : ’ alld nh 
He eee Ue Le eat} §. a7 ie 7 mi ‘on 4 2 
7 esr ae eh vediey ie io wh rot aestae iny 
oe ea hs i 
a . oA 
i aun LEW oe: 
7 ' : 
ei - { a f 
ky | q t Ay 
be ¢ 
all 
, ‘ f t if i 
+ ne el t 
S 
vite & ] ‘ m4 
3 . 
: o gt & 
! % i '4 Gis” it A 


- 
& 
| 

fh 


‘a8 > ederliine Jeg wan nt Oe a [ie 

f NY pet alee hg : ro 

ee ere | 1 , 

APE Uy 5 Fl Op ve a i shi 

Voge P ; : : pM ee i 7 

¥ l — yw) a fi. , * ; ~~ ”" ® 2 : 

’ vary a ES Tati RMR eens BSS Ee , ele 4 : - i f 
ote eae ey ee | +f ae cs Ae a) : } 


Shietivsoi 23k soak cat st2 alt 


» ») eer Loni 


ANGUS, STONEHOUSE & CO. LTD. 3965 
TORONTO, ONTARIO cat 


warranted to the degree that they resul. from the 
actual increased costs invol.ed in producing and 
transporting the product, the oeople of Alberta, as 
the owners, of the gas and living in.close proximity 
to the vast sources of supply, justifiably feel they 
are.entitied to a preferential position with res- 
pect to consumer prices within the Province. The 
Government of Aloerta concurs in this viewpoint. 

Having regard to these circumstances, the 
SUbJeECH Mavter, of this submission, cam be divided anto 
two parts: 

(1) Gas requirements within Alberta and pro- 

-blems related thereto, and 

(2) Gas which is surolus to Alberta's require- 
ments and available for markets ouvsiae 
the, Province. 

It is recognized that oroblems relating 
to the gas requirements of Alberta, being matters 
wholly within the legislative jurisdiction of the 
Provance,, properly are the. responsibilicy.ior, the 
Provincial Government ana must be resolved by the 
Government in co-operation with the industry and the 
communities, concerned, 

To adequately ensure future Provincial 
requirements and to safeguard the interests oi the 
owners, producers anc consumers of gas witnin the 
Province, the Government believes that a policy of 


integrating the gas requirements of Alberta 
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communities with those of companies seeking permis- 
sion to remove gas from the Province together with 
bine GWceeracion jot all major sources of supply 
would be beneficial to Alberta consumers and pro- 
ducers alike and would resolve many of the problems 
arising from the frequently conflicting requirements 
of local as compared to expo°-t markets. 

While a large amount of industry has been 
developed in Alberta during the last decade, a sub- 
stantial portion of the Province's total gas require- 
ments is for domestic and commercial consumption. 
Due to tne severity of Alberta winters, the ratio 
of winver to summer heating requirements is hign 
which results in @ low load factor market, On the 
other hana, a large portion of the reserves available 
to suoply Alberta markets are from oil fields and 
from wet and sour gas rields and present indications 
are that the ratio of wet and sour gas reserves to 
dry gas reserves will increase. These wet and sour 
gas reserves must be vrocessed and the high capital 
anc operating eoste of processing plants requare 
that they be operated at a high load factor to keep 
the cost per MCF of residue gas within reasonable 
jimits. It is necessary, therefore, to make the 
maximum use of dry gas and storage fields for peak 


load purposes. 
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There is’ also-a substantial difference in 
the low ioad factor characteristics of the markets 
for natural gas in Alberta and the high load fac- 
ors, required for »the. economic operation of large 
capacity long distance export transmission lines. 

The integration or Alberta market require- 
ments with export market requirements through a 
provincial network of gathering lines interconnect- | 
ime Oin PLreid eas and wet gas whibelds requiring high 
load factor operation and dry gas and storage fields 
suitable for peak load requirements would permit the 
most efficient use of each type of gas supply when 
co-ordinated with the combined low load and high 
load factor characteristics, of local and export markets. 

To this end, the Government regards as a 
necessity the expansion of the facilities of the 
Alberta Gas Trunk Line Company Limited transmission 
system into a province wide grid system of main 
gathering and transmission lines linking together all 
Major..fas wprogucing areas ofthe previnces aivawas 
with this ultimate objective in mind that he Alberta 
Gas Trunk [Line Company was established initially by 
special statute of the Provincial Legislature. In the 
Government's opinion, its facilities must be 
expanded as quickly as it is feasible to do so 
until the above objective is attained. 

The purpose and necessity of this objective 


is apparent. By linking together the major gas 
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producingrarcas Of the province; many or the prob- 
lems associated with the dedication of individual 
fields to Sspechibe markets will be resolved, 

From the standpoint of supplying Alberta communities 
with their present and future requirements, the 
province wide grid system would have obvious ad- 
vantages. The aggregate supply of gas available 

to the facilities of the grid system would assure 

to all communities, large or small, an adequate 
source Of Supply for both present and future require- 
ments. Theemain transmission frneswol thessriad 
system could be tapped at any convenient point by 
utility companies serving Alberta communities and the 
particular producing area from which the gas originated 
WouULdn DEV OTOLItt le corm nosimportance, too the Jtocal 
consumers. A province wide gathering system, 
furthermore, wouic make possible the necessary 


= 


integration between wet and dry gas fields. This, 
as indicated, is an important factor in that wet 
gas must be processed and the processing plants 
must, of necessity, be operated at a reasonably 
uniform throughput whereas withdrawals from dry 

gas fields may be fluctuated to meet seasonal and 
peak demands. The integration of these two cate- 
gories of supply sources would permit the maximum 
degree of flexibility and assure the most efficient 


use of each of the two. sources of supply. 


———— As: already. ietated, a further essential 
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requirement, in the opinion of the Government, is the 
integration of export and domestic market demand. 
Here again the advantages which would accrue from 
SUChAIMUVesratiom are apparenv'.. Li gas supplies,.for 
both local and export markets were provided for in 
the purchase contracts with producers and the aggre- 
gate supply for both purposes was fed into the 
provincial grid system as an integrated supply, the 
export company would draw the amount of gas assigned 
to it for export (and for which it had contracted 
with producers) from the grid system at a point of 
delivery at the provincial boundary. The Alberta 
markets participating in the integrated supply would 
draw their share from the grid system at the nearest 
convenient point to the community to be served. 

Such an arrangement would protect Aiberta consumers 
against the disadvantages they might suffer if gas 
fields in close proximity to large consumer areas 
were contracted wholly to export markets making it 
necessary for these communities to seek other sources 
of supply in more remote areas where transportation 
costs to the community to be served would be sub- 
stantially higher. 

The integration of export and domestic 
requirements also would benefit Alberta communities 
by enabling them to take advantage of the lower trans- 
portation costs which would be possible by reason of 


larger transmission lines with greater throughput. 
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ia tne opinion of the Governmenv, t would be 
reasonable for gas drawn from the grid system for 
export markets to bear the greater portion of total 
transmission @sts within the grid system, thereby 
reducing costs to Alberta communities and thus 
providing Alberta consumers with an advantage equal 
toy Of Preever uran, they “coula obtain by a specific 
local source of supply being dedicated to their 
present and future requirements. 

Under this arrangement, no Alberta community 
would be put at a price disadvantage by reason of 
the gas from any one source of supply being con- 
tracted entirely for an export market. Such integra- 
tion of local and export market requirements also 
would help solve the difficult problem created by 
dedicating specific gas fields as reserves to meet 
Alberta's future requirements which will not need to 
be met for many years. If gas fields are so dedicated 
anu celivery is not required for 15 or 20 years, either 
the producer is deprived of income pending the 
commencement of delivery or the community obtaining 
the gas is required to pay in advance for the gas in 
place which necessitates adding into the current rate 
base the cost of a future gas supply which will not 
be drawn on for many years. 

Under a program of integration where gas 
from producing areas would be contracted simul taneous- 


ly for both local and export markets, delivery could i 
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commence without delay because the fieldwuld be sup- 
plying the integrated requirements instead of being 
immobilized as a future source of supply for one 
specific market. 

Many problems will be involved in working 
out a satisfactory integrated program but the Govern- 
ment does not believe these problems are insur- 
mountable. 

In our opinion, there are several ways in 
which this objective can be attained. The most 
desirable procedure would be by way of negotiated 
agreements between producing companies, utility 
companies supplying Alberta communities, and companies 
interested in obtaining gas for markets outside the 
provinces The Government proposes to seek, and is 
confident it will receive, the full co-operation of 
all these groups in an endeavour to arrive at a 
mutually acceptable arrangement that will achieve the 
degree of integration the Government considers essen- 
tied. 

Another method of attaining this objective 
would be for the Oil and Gas Conservation Board to 
require such integration as a condition of any permit 
issued approving the removal of a designated quanti - 
ty of gas from the province to supply outside markets. 

Still another alternate procedure, which 
has been suggested and is being studied, is the 


establishment of a central provincial purchasing and 
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Sales agency to which all producers in the province 
would be required to sell their gas. Companies having 


gas under contract at the present time, with the 


possible exception of local utility companies, would 

be Pequlredytowassi en «their .contracts to, .thesagency, 

The agency would enter into contracts for resale 

to utility companies supplying Alberta consumers 

and to export companies taking delivery at the 

provincial border. The purchasing and sales agency, 

inwdecermininge the pruce bo be charged utilis ty 

companies serving Alberta communities, could: 

(a) apply a straight differential in the field 
price and/or 

(ob) provide for a differential in transportation 
costs. 

Under this arrangement, gas approved for 
export would be required to absorb any difference 
in well head price plus any differential in trans- 
DOrtalLon. Goats. 

As I already have indicated, these matters 
are internal problems coming within the jurisdiction 
of the province and which must, and I may say, will 
be resolved by the Frovincial Government in con- 
sultation with all the interests involved. Because 
they are exclusively in the field of provincial 
jurisdiction, they are not matters .in which the 
Federal Government should, or would wish, to inter- 


vene but I have outlined our views on these problems 
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in order that your Commission . might be fully in- 
formed as to our provincial intentions in the hope 
Wat bois may, be ol some hein. to.you in arriving 

at your conclusions and recommendations in respect 
to those matters relating to our gas resources which 
rightly come under federal jurisdiction and 
responsibility. 

Turning to the second phase of the subject. 
under consideration. mamely, the disposition of “gas 
which is surplus to Alberta's requirements, I already 
Nave indicated our. .gencral concurrence with. the 
federal policy that such gas should first be avail- 
able to other Canadian markets as far as geographic 
factors and sound, .economic principles make the supply 
of such markets feasible. This means, in effect, that 
other Canadian markets should be given priority 
over foreign markets but only under terms and condi- 
bone witch are «flare and equitable to all concerned. 
We cannot concur in any policy that arbitrarily 
would restrict Alberta gas to Canadian markets at the 
expense of the producing companies which incur the 
risk and cost of development or at the expense of 
the people of Alberta who collectively are the owners 
Cf the @as.~Such a policy, in addition vo being 
manifestly unfair, would be contrary to both the 
provincial and national interests in that it would 
create a set of circumstances under which there might 


be insufficient incentive to ensure an aggressive 
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program of continuous exploration. and development. 
In short, other Canadian markets desiring to obtain 
HUDerta Cas sHOuLG Nave the. Lire opportunity to do 
so provided the circumstances enable them to con- 
tract for such gas on terms which are fair and 
reasonable and comparable to those offered by other 
available markets. 

Thave further indicated that in our opin- 
ion gas surplus to Alberta's requirements and to 
ovher Canadian markets lying within the range of 
economic feasibility, as defined above, should be 
made available to acceptable markets in the United 
states. 

I understand that your Commission has 
requested some producers to express their views as 
to a workable formula which might be devised to 
protect the reasonable demands of the Canadian 
market while at the same time permitting gas, which 
is surplus to Canadian requirements, to be exported 
to the United States. May I assure you that if 
your Commission would like the Government of Alberta 
to »wmake any further submission with regard to any 
formula suggested, we will be most happy to do so. 

It is recognized that once natural gas 
leaves the province in which it is produced and 
enters the fieid of interprov.ncial or international 
trade it becomes a commodity subject to federal 


jurisdiction and,responsibilitvy. Having regard to 
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this fact, the Government of Alberta respectfully 

suggests that your Commission should recommend the 

establishment of a National Energy Board with re- 
stricted. but clearly defined powers witn respect 

to the transmission and marketing of natural gas 

in the fields of interprovincial and international 

trade. 
We would recommend that the National 

Energy Board be assigned the administration of the 

Pipe Lines Act and the Exportation of Power and 

Fluids and dmportation-of Gas) Act. wt, Le .recognized 

that certain amendments to these statutes may be 

desirable and necessary. An Energy Board, in our 

Opinion... shoudd have. jurisdiction .over: 

(a) the granting of permits for the construction 
of A nterprovincisal pipe: dines, 

(b) the earnings of interprovincial pipe line 
companies, 

(c) the conditions under which an interprovincial 
pipe line company might be declared a common 
carrier, 

(d) the regulation of interruptible sales of gas 
supplied through interprovincial pipe lines to 
ensure that such sales are not adverse to the 
DUblice interest. 

The other major functions of the National 

Energy Board, in our opinion, Shou Len De: 


(1) to determine in collaboration with provincial. 


lode aad | 

Roecaty 230 . 

tah tay wes wed ‘nada 
can 4 ban Ve ae ‘ er iy an 


Ee = ae giewig” ‘iapanah ye 


ee ee 
; co oe co > a Nia bys woh ai Pied = wi 
- P ‘ 
kee f \avkint nis -. Baier ot or ay Pae with 
PET oP ieee. sitage SF a. ee me) i : 
tesotianiesil bre ist ie 4 Bi: sods 

o “a oy ae ee are Le kere Ba 

i | | 

a, rel + eT ak - oa 5) ‘a! wae 

ty Mowe, if cs Py hee 


Lpro thw sdf sano basis Ram Hlnaw a. 


am Ve AuIsS a Iveta aie 


meres 


; co 
Dee wow” Loy Ley 


Ss a ~ 
cans atk Dies Pree ze peat 
2 4 ers a oe Laeo ¢ a 


tee a ‘ Sener! ‘ 
r “3 


0 ot Ln age wean oho fe) ap Re a 
Heyiimoak) BL aE .soA7Ea: bog ee arigane ste! 
: Pe ae Ree TN hn ys eclall ep cpisce ae mar 
‘ v ee ae ce ele "hh file Say 
yal BEI ES a ogadd oo Secon OP mg sts ‘Son 4 
f nee te eet ee: |e) ean re iat “4 
Ye ate Pe gira), Se kk chic * | | gir 7 
rem rol: . betod, Sie | fines. LS Bora ‘ne sidgeidead : 
2 Pte tat wig em ae i cates 2) gee 
Be ol Ree OR ba ee ts Sats ep RS i pee tees q 
eee ad ant | / “eh 
. rao GOTO Lee ay seal Syke nts salt ge 
b Bias : ; ‘e a x Ped ra : 
ere! oe ees eae rt) BS x a: i 
Motions iauot Bay Sey are ae of sna one Cay 
4 5 - . ve fue ae og s 
Yeni kh Sate fe Raced voanadiah, Ae 
ue ee) it 2 
Sy Fda LoS fi : 5 beer) : 
: ore mean wegaea, on 
eA ae ae Paes oe ° a) 
OMY OTIS Ti. a meat SPOTS Com Odd bags oy, @. 
j * co ane 
{ at, o- i ee eee 
fimtoon os bousfosh sd ise in YUneqino. ate iene 
ets i 4 ror Ree : * 4 p 
he SAS 
Bhs ee! “ é nf ; r We 
oe : 
abo to e4laerstdliquuszarnr Lo do tgs baad ae 


ra taea ey | Pt See bale i eal : r aie ; 7 
end cd SxigyoR won tive agfas hates Y Pevaeny 
F pul oer 3 “i yey Aas Wf 
We eee eeantal.” ee ok ee ee Lad i Bee ee 
Are ; ; yr a Any 
te EQ) 2 TN 
Pgs aoe + eae % aN ; ; i a, 
Lane. 5 SE oh hehe ee B'S te elt ee 13% ear 


. ee ». cake Neg NOx ane oy uh in 


3 a ae. Cy P 
oe ail nese ic ee} 
os by 7 | tae ak 


ANGUS, STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO 3996 


DOards. Such as the Oll and Gas Consérvation 
Board of Alberta, the Canadian markets which 
oO SS eouncmvcaiily feasible and in the ‘pubice 
interest to supply with Canadian gas. 

(2) to determine what gas is surplus tothe require- 
ments of such Canadian markets and to approve 
the export of such gas to foreign markets. 

(3) to review all export sales contracts which 
establish gas prices at the international 
boundary to ensure that no Canadian gas, entering 
the United States, is sold at the point of 
envury av a price which Unjustiy discriminates 
against Canadian consumers having regard to load 
factor and other pertinent circumstances. 

iv 18 Of equal importance that the powers 
vested in a National Energy Board should in no case 
infringe on the jurisdiction of the Provinces and/or 
on the powers and duties whicn have been or may be 
assigned by Provincial Legislatures to provincial 
boards, such as the Alberta Oil and Gas Conserva- 
tbLon Board and tie Board of Public UvLiivy Commission- 
ers. 

Without attempting to particularize 
unduly, a National Energy Board should not be 
empowered to interfere in any way in such fields as: 
(a) the regulation or control of production, 

(b) the regulation or control of well head or field 
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(c) the regulation or control of the transporta- 


tlon yOf gas Or O1l within the province, including 


DVcmr eo acl Onan COnNUrOl. Of transportation rates 


and charges, 
(ad) the regulation or control of ultimate consumer 
DrLees. 

Whenever the public interest requires 
PemeavieCn ot Mihess Matters, Such regulation should 
be exercised exclusively by provincial boards Under 
the jurisdiction of the Legislature of the 
province concerned. 

At a later date, I would appreciate the 
opportunity of filing with your Commission a brief 
setting out our views as to the broader and more gen- 
erai Punctions which, in our opinion, the Nationad 
Energy Board should perform as distinguished from 
the particular aspects relating to natural gas to 
which I have referred snecifically in this submission. 

All of which is respectfully submitted. 

GHE DECUTY CHALAMAN: Me. Paturito, 

Mae PATTILLO: “Ne. Chaieman Mie. Premver. 
you were kind enough to tell the Commission that 
you wouid be willing to answer any questions to 
develop the submission that you have just read to 
wee buy L think with your permission, “Sir, 5that! 
would like to postpone asking you any questions 


until Mr. Borden himself is able to be present, 


————— because I know that he is most interested in the 
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problems discussed and that he too probably would 
want some expansion of your views, and I think it 
would be better for all concerned if he were present 
at the time. I can assure you that Mr. Borden 
will be arriving in the city today and he antici- 
pates that he will be able to commence the sittings 
Wives mer, Couple OF days. That may bea pit 
optimistic, but certainly he will be sitting while 
we are on these present sittings, and I hope you 
would agree that we can postpone the matter until 
that time. 

MR. MANNING: ‘That will be quite satis- 
racvuory to Us, Mr... Chairmen. 

THE DEPUTY CHAIRMAN: ‘Thank you, Mr. Premier, 
for your statement; it is an important contribu- 
tion svorthessolution of the difficult problems and 
the many other things anticipated which are still 
under investigation. We thank you very much for 
the honour you have done us in presenting this 
statement to the Commission in person. 

In regard to the last paragraph of your 
submission, if it is not asking too much, I think 
I would ask you to put your ministers or your men 
to work at once because it would be very helpful 
to the Commissioners. 


We thank you very much. 


Ait, 4 sd. ost seit ag io! 4 
en = fi pnb eine a 


i. Hau Baseokion ag hee 
bens Pe aS: ottli ae sa OSDIR art ” tit i oe 
cif ‘aol 2G ~slinas 


ei ol ai most? ‘fesval, teheg |) icra 


tion Vy eee a } 


: 


F = 


ad 


*s aairs. it > be Bi anf aot synodoat 


itis are ey oe ppt. raid 


oe Os ae ia reat ads eo om 


ull 
isan AgBte ye on Pe 


it ' 
B bot chine ie ag ie Bu Sng! Sv ok ey “Ano as 

Jace: 38 WE, Hoteaewmeal! Sts 

cy 4 eal at ' 

sant ay greys: Peel srt oto Ree “a ; Da 

: i i oe | i : YY a 

erowmM bos “an Mes wc 4) 3112 oto lee ieee | F | 

onl "NHOY: sf pry ote ahaa heath! rey Od: oy NSe Bl ww mt 1 l 

lela or A8 EMD SM, ego Ie dl os Poy 


pos . | hao 


pk ee. eee ai , 


ANGUS, STONEHOUSE & CO. LTD. 3999 
TORONTO, ONTARIO 


THE DEPUTY CHAIRMAN: Shall we proceed 
with Home Oil now? 

MR. PATTILLO:. Mr. Chairman, I would 
suggest that we have a few minutes! recess in 
order to enable the representatives of Home Oil 
and the other companies who have joined with it 
in this suomission to gather in their places and 
then we can proceed with the brief. 

THE DEPUTY CHAIRMAN: Shall we meet in 
fifteen minutes? 

MR. PATTIDEOs. Five minutes, IT -sugeest. 
THE DEPUTY CHAIRMAN: Five minutes? 
MR. PATTILGO: Yes. 


THE, DEPUTY CHALTHMAN: Yes. 
---A short recess. 


THE DEPUTY CHAIRMAN: Gentlemen, we will 
now resume our hearings, starting with Home Oil. 
Me. Fracoilio? 
MR, PATTILLO: Mr. Chairman, Home Oil and 
other associated companies have filed with the 
Commission their written submission, which I am 
asking be marked as CC-29-2. I have asked the 
| Registrar to mark the submission of the Premier 
as CC-29-1. 
I understand that Mr. Brown, President of 
Home O11, will be reading the brief. Because of 


— the bulk of it, I have asked Mr. Brown not to read 
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all of the submission but to commence by reading 
what I call the companies! own statement on the 
problem which they think is most important to put 


pefore the Commission. Mr. Brown? 
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Submission of 
CANADIAN DEVONIAN PETROLEUMS LIMITED 
CANADIAN HOMESTEAD OILS LIMITED 
CANPET EXPLORATION LTD. 
COLORADO OIL & GAS LTD. 
CONSOLIDATED EAST CREST OIL COMPANY LIMITED 
CONSOLIDATED MIC MAC OILS LTD. 
HOME OIL COMPANY LIMITED 
MEDALLION PETROLEUMS LIMITED 
MERRILL PETROLEUMS LIMITED 
OKALTA OILS, LIMITED 
WESTBURNE OIL COMPANY LTD. 
WESTERN DECALTA PETROLEUM LIMITED 
CANADIAN HUSKY OIL LTD. 
CANADIAN ASSOCIATION OF OILWELL DRILLING CONTRACTORS 
FARGO OILS LTD. 
SCURRY-RAINBOW OIL LIMITED 
WEST CANADIAN Ori é GAS LIMITED 
BANFF OIL LTD. 
ROUND VALLEY OIL CO. LTD. 
ALIDA OIL COMPANY LIMITED 
WHITEHALL CANADIAN OILS LTD. 
MIDCON OIL AND GAS COMPANY LIMITED 
CANADIAN DELHI OIL LTD. 


PEMBINA PIPE LINE LTD. 
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APPEARANCES: 
Mies wen Own oY. President, 
Home O11 Company Limited 
Mr. Charles Lee President, Western 


ecalta Petroleum 


Mr. David R. Williams ) 
Mr. Bartlett F.Crawford ) 
) 
) 


cton-Williams B 
Mr. Wilson N. Gilliat spiieummarie ice he 


ae Ree Limit 

Me. Philio H. Dau a 

Mr. Melvin H. Gertz PUVA G7 Gera.) aie, 

Me Allan Gordon President, Royal 
Securities Corporation 
Limited 

ie oy Pau Clark Lehman Brothers 

Counsel: Me, ND McDermid, @..¢. 

Me. don vwecoleugn 


MR. McDERMID: Mr. Chairman, Mr. Commissioners, 


I am counsel for Home Oi1 and the companies presenting 
tie orier and. berore Mr, Brovn reads the prief,, there 
are certain matters I would like to put on Uhe wecord, 
With "your permission. 

Associavea with me, as counsel, is Mess fk. 
McCollough. I have prepared a list of the persons who 
are concerned in this submission, for the convenience 
of the Commission. 

Besides the companies set out on the cover ope 
the submission, we have received letters from otner 


companies who, in substance, support this submission, 
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and I would like to file those letters with. the 

Supa eadOn. = Die first letter is from Canadian 

hescyo Ort ied. Tie second we) from Canadian Associa-— 
eoon On Uilyell Drilling Contractors. The: third 

is from Fargo Oils Ltd. Then we have Scurry-Rainbow 
Oil Gimived, West Canadian O11 & Gas Limited, Banff 
Oi bUC 4 enOudcr Valley Ol Coy Ltd. , Alida, O11 Company 
bimpved, Whivernall Canadian O11s Ltd... Midcon O11 | 
and Gas Company Limited, C.nadian Delhi Oi1 Ltd.and 
Pembina Pipe Line Ltd. 

In addition, since the submission was 
filed with the Commission, we have received the final 
Dipelane report, and I wowld dike to File vhat worn 
ne Commission. Under the tab "Pipeline Report”, 
the pages headed "Dutton-Williams Brothers Limited’ 
ted February 10, 1958, the second 
the map should be removed from the submission 
and there ‘shoulce be inserted ‘the letter dated Apri 
Wweto5s8 rrom Dutton-Williams Brothers Limited, which 
consists of four pages and a map. The new map changes, 
to-sone extens, the northerm) route of the pipeline. 
Thée last pagé is a schematic diagram of the alternate 
systems. 

TA addition, I woula like to file, as 4 
supplement to the Levy Report, a comparison of Redwater 
with Venezuelan crude at Montreal. This is gust a 
Single page. 


MR, PATTILLO: We will mark the Submission 
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EARLDLT CO-29~-e. 


~--BXHTIBIT No. CC-29-2. pupmission of Home Oil 
Company Limited and 
ssocilated companies. 


Then I would like the Registrar, as soon 
as possible, to give us the Exhibit numbers for the 
fetvers that you have filed and fcr the Dutton-Williams 


la) 


insert and for the document from Mr. Levy. 


---EXHIBIY No. CC-29-35. Twelve letters from 
associated companies, 
supporting Home Oil Company 
Limited's submission, 


p=-EXHIBIT No. CC-29-4. New pipeline report. 


---EXHIBIT No. CC-29-5,. Addition to the Levy Report. 
MR, BROWN, Jdr.: We should itke to begin 


p= 


the vresentation of this brief to the Royal Commission 
on Energy in Canada by expressing our deep awareness 
of the privilege of being avle to address the assembled 
Commissioners. 

This brief is presented on behalf of vhe 
following Independent oil producers: 
Canadian Devonian Petroleums Limited 
Canadian Homestead Oils Limited 
Canpet Exploration Ltd. 
Covorado OL ‘e "Gas Ltd. 
Consolidated East Crest Oil Company Limited 


Consoldaatved) Mic Mac Olds Lud. 


Home O11 Company Limited 
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Medallion Petroleums Limited 
Merrill Petroleums Limited 
Okaita Olle, Limited 
Westburne O11 Company Ltd. 
Western Decalta Petroleum Limited. 
In addition, there are those who have 
imaiecated support by letters filed with Mr. Pattillo, 


Ba) 


puauenicns OrsConclusiens: As acresult. of 
our studies we have concluded: - 

1. United States policy and overseas supplies 
of cheap crude owned by American companies have and 
Will ‘continue to frustrate any significant penetration 
Gpetnew. GS. market by Canadian erude, 

2. Montreal is the only potential market that 
can be assured for Western Canadian crude oil in the 
light of existing and predicted world market conditions. 

oe The uUse.of Canadian erude will mos result in 
any increase in consumer prices in the Montreal market. 

4. Canadian light erude oil could be delivered to 
the refiners in Montreal at a price of 3,16 per barrel 
Which is dess than the price of Venezuelan, 011, on the 
peotS OF Publigasc. 7.0.6. orices and» long-term vanker 
contracts, 

5, This price could be achieved by taking advan- 
tape of the economies of a large diameter pipeline from 
ta to Montreal. Such a pipeline can ove financed an 


constructed provided the refiners in the Montreal area 


Wileeunderctare to mse Canadian exude. 
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6, We believe that there will be acceptance by 
the refining companies in the Montreal area of the 
principle of using Canadian crude in spite of the 
commercial advantages to international companies of 
taking their wholly owned crude from overseas. Should 
such acceptance fail to materialize, we believe the 
national interest will be ill-servec. 

{. Canada can eliminate more than one quarter 
or its merchandise trade deficit by using its own 
eruce “O11; 

8, An assured market for Canadian oil would 
immediately act as a strong stimulus to employment in 
Western Canada. A 350 million dollar pipeline con- 
structed mainly of Canadian pipe by Canadian labour 
would help invigorate the whole economy of Canada. 

9. A suoply of Canadian crude into Montreal 
Will relieve this area in times of stress of its 
heavy reliance on sgeaborne supplies of fuel vital 
SO LUS) InCustrial activity, 

Introductory Comment: This Commission 
is charged with ascertaining and making recommendations 
en the "“policiés which will best serve the national 
interest in relation to the export of energy and sources 
of energy from Canada." 

The petroleum producing industry is only 
one segment of an industrial complex which operates 


to supply the energy needs of the economy. We, as 


= __—si|:«sIndependent producers of oi1, are only a part ane 
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this producing industry segment. 

We will confine ourselves to a discussion 
of the Canadian petroleum producing industry and the 
Duace Ol. Cll Veet ne framework of a policy on 
enersy reserves for Canada. 

The Problem Stated: The economic purpose 
Oi ae OScrOLeuUm prCUUcing Andustry is) to Tind). pro. 
Sco wean ood Orie Ont AG a prorat. Bor -dynamac 
Droid.c ancentives to exist, two primary conditions 
must be present. The prospecting area must hold forth 
PIVenliacane promise for the accumuiavion oF O12. 
There must then be a ready market for its sale. 
Today, the Canadian petroleum producing industry nas 
the benfit of the first requirement in sreat measure. 
Its lacks the second. Hence, we believe that incen- 
tivecrsare beginning to fall below the itevel required 
for the full and proper development of the national 
petroleum resources. 

Our brief is concerned with the re-estab- 
lishment of these incentives. 

Our producing industry is now operatin: at 
approximately 40% of its capacity. You have already 
been presented with statistical data by the Canadian 
Petroleum Association which demonstrates clearly the 
existing situation. We believe that the present 
Level of activity adversely affects tie economic 
Realtn of this industry. 


We are not moved to make this statement 
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because of the diminished level of over-all business 
ACUI oy ee UULINdUsS try LS, of course, being affected, 
This condition, however, serves merely to compound 
Other nore Geep=ssated factors - factors which are 
aggravated by virtue of their long term impact. 


Review of the World Oil Situation: he 


oil reserves of the Middie East are said to be between 


130 and 230 billion barrels and represent 23 to 40 
years! world production at 1956 levels. Venezuelan 
reserves are estimated to be 14 billion barrels. An 
adequate and safe margin is usually considered to be 
1Orvoe Le years ac current production Levels, Wath 
this huge potential in the Middle East and Venezuela 
circumstances of over supply of low replacement cost 
cruce exist which we all recognize as having a long 
berm character. 

The two principal markets in the Free World 
are, of course, the great industrial economies of 
Western Europe and the United States. Western Europe 
is able to supply something less than one-tenth of 
its oil needs from internal sources. In contrast, 
the United States market has been, until recently, 
supplied almost entirely by a flourishing domestic 
industry. 

The economy of the United States is now in 
the transition stage from exporter to importer of oil. 
Market demand - the greatest in the world, - has 


been outstripping domestic supply. Notwithstanding 
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there are still large reserves of domestic oil 

to be developed. Although it should be emphasized 
that these reserves can only be developed at high 
costs, With the growing pressure on the United 
States market of vast reserves of foreign oil it 
can readily be seen that the transition stage will 
be long and unsettled, It is precisely this last 
fact which is detrimental to the Canadian petroleum 


producing industry. 
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After World War II, when the United States 
demano. growth became readily apparent, many United 
states oil companies turned to overseas sources of 
supply, partxcularly in those areas where the geo- 
logical conditions were such as to inuicate tremen- 
Gous accumulations of oil. The subsequent discovery 
and develooment of these accumulations has created 
ene problemewhicna .we <are,,about to discuss. 

This problem has been intensified by the 
development of tne super oil tankers capable of 
cCarnyine Oil at. low, cost owing primarily vo, ithear 
foreign registry and the great volumes transported. 
Tis now adds considerably to the pressure of over- 
seas crudes on the United States market and Middle 
East and Venezuela oil can be landed at ports on 
the United States Atlantic and Gulf Coasts at prices 
which ave considerably below those for domestic 
erudes. 

PANDR TWO: United States: O11, Poldicy and 
Markets: When the mounting pressure of imports be- 
came increasingly apparent in late 1954 and early 
1955, the United States Government acted to preserve 
the incentives for development of oil resources 
within its own borders for strategic reasons. It 
established the national security as the cornerstone 
Of a6 SiO te DOLLY. 

Consequently, Late in 1955 imoorters were 


called woon to restrict voluntarily their imports 
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into the Hastern United States to a level no 
greater than the ratio that 1954 imports bore to 
domestic procuction in that year. The West Coast, 
rererred to as District V;, was exempted from the 
restriction due to its deficit oosition., The» domes~ 
tic incustry in that area was unable to meet demand 
hor crude oLls 

There was a further exemption of great 
signidgicance to. the Canadian pooducings intustry, 
Imports from Canada ana Venezuela were not to form 
part of the "quotas" established by this policy. The 
United States recognized that incentives for develon- 
ment of petroleum in the Western Hemisohere were to 
pe considered important to its national security. 

The United States oil policy was re- 
stated in mid-1957. Further pressure from impo -ts 
caused a special cabinet committee to issue a state- 
ment on import policy. The concept of maintaining 
hemispheric incentives was no longer emphasized. 
Supplies from Canada, even though deliverable by 
inland pipelines and thereby strategically desirable, 
were classed with all foreign crudes subject to the 
IIDOrU. PEStricvLon., 

On January lst of this year "quotas" 
went inte effect in District V, This action nas 
anticipated the completion of a pipeline to Los 
Angeles from the so-called “Four Corners" area in 


the Southwest. A lag in the increase of expected | 
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demand has likewise contributed to the decision. For 
reasons which we shall shortly discuss, this further 
change in United States policy has had little immed- 
hate eLrvect. on Canadian exports. to thie area, Its 
impact in the years immediately ahead may be serious, 
as we shall presently show. They will be doubly 
serious if a proposed oipeline from West Texas to 
California should become a reality. We mention it 

at this juncture to emphasize that here again there 
is a clear indication that the maintenance of incen- 
tives to Gevelop Canadian oll “resources Tor straveric 
veasons is no Longer emphasized as a part Of the 
United, ocaves O11 policy, even though there as a 
clear strategic advantage for inland oil in United 
States markets presently supplied by pipeline from 


Canada. 


-~-A short recess. 


Pee Uy CHAIRMAN: Mr. Brown, will you 
now continue? 

MR. BROWN, Jr.: The California Market: 
There are other forces at work which have equally 
serious implications for our industry if we should 
look southward for market expansion and maintenance 
of incentives. 

A temporary increase in Canadian exports 
to California took place during the Suez crisis. It 


resulted because of the inability of the refiners 
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in the area to land their own supplies of overseas 
eruces. immediately following a return to normalcy, 
overseas supplies displaced Canadian crude, This 
situation exists today. It exists despite the fact 
that Alberta crudes are competitive with crudes 
brought in from overseas sources of supply at pub- 
fished prices. 


Our studies indicate that given a tanker 


rate of USMC-30 percent, Alberta crude would presently 


uncersell crude from all overseas sources. Assuming 
long term tanker contract rates of USMC-45 per cent, 
Alberta oii woulda uncersell Venezuela crudes, but 
would be at a disadvantage with Middle East supplies. 
Even ac these low tanker rates, however, but taking 
the tariff that the Transmountain Pipeline Company 
indicated for a 200,000 barrel a day throughput, 

lperta oil could still be landed at less cost than 
Middle Kast Oil, 

This anomalous situation results from 
several causes. In the first place, most refiners 
in the area form part of integrated, worla-wide 
United States oil companies -- the same companies 
that have developed and own the vast reserves in the 
Middle East, the Far Fast, and in Venezuela. These 
companies have a natural desire to maintain the 
high rate of return on the huge capital investments 
made in these inherently unstable areas. Moreover, 


these reserves have a generally low replacement COST 
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Moet Measured wasalnst Uiereosts of fincing and de- 
veloping reserves in the United States and’ Canada. 

ASSecone consideration stems from the 
fact that, contrary to Alberta practice where pro- 
ration of vroduction to market demand exists, these 
OVEYSCas SUDpEe See are Not only free of Brorationine 
but are actually veéing oressed to maximum rates of 
sales and marketing by certain foreign governments 
that have granted concessions. Whereas, because of 
Tee principle of ratable take in Alberta, a2 Cali- 
fornia refiner would have to purchase non-owned 
Alberta crude along with owned cruce, the absence 
of this condition in overseas sources permits him 
TO amport,~refine, and» sell wholly owneac, lower re- 
placement cost crude. Alternatively, he may enter 
into advantageous long term purchase agreements 
WLU CNet OWners Ol “orude in Whese ameas. te 
will therefore have justifiably strong commercial 
reasons for preferring imports o1 overseas supplies. 
When these factors are viewed in the light of the 
pod itvcalsinstabality of the countries wheremiiesce 
vast reserves are located, the great: pressures on 
the oil economy of the United States are readily 
understandable. 

It is these factors wnich explain the 
statement that the imposition of import ‘quotas’ 
in this particular area have had little effect on 


the maret for Alberta oil. The market was lost 
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Weld in. advance of this action’. 

Thus, Alberta crude must always be con- 
sidered no more’ than a balancing factor with res- 
pect to fluctuations in crude requirements for 
California refiners: 

Puget Sound Market: in che Puget Sound 
area, Alberta oil has enjoyed a distinct competitive 
price advantage. That this advantage will remain 
LSonov, “nowever, certain. Some production’ has | re- 
SCenvuly becnesounG ani the otateror Washington? Not 
as yet wholly evaluated, it might result in substan- 
tial local production becoming available in the 
1960's. A recent discovery in Alaska could result 
in a flow of oil that would lessen demand for 
Canadian crude. 

Furthermore, the pressure of foreign oil 
in the Puget Sounc. area woul.. appear to be increasing. 
Venezuelan crude, for example, which has found its 
East Coast markets restricted by import "quotas” 
might well become a significant source of supply 
for this area. For example, one Washington refinery 
is taking crude oil from Canada, Venezuela or Quatar 
from a major company at supplier's option. Early 
in Decenber of last year, delivery of Quatar crude 
was reported supplanting Alberta oil. 

The Midwest Market: In the United States 
Midwest conditions for Canadian crude are somewhat 


more favourable. Certain forces similar to those 
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Outbined are névertneless at. work. 

Crude oil from Canada, and more particularly 
Saskatchewan, enjoys a distinct locational advantage 
iM junds market. In the Minneapolie=-St. Paul. area, 
re@inerres Wererconstructed for the specific purpose 
of taking advantage of medium gravity crudes from 
South-Central and South-Eastern Saskatchewan. Light 
gravity crudes from the latter area are serving United 
States markets along the Interprovincial Pipeline 
route through the United States. It should be noted, 
however, that the present outlets in this area con- 
Sist of refineries which either have not had access 
GO Gomesuuc crude at abl, or whieh coule obtain 2 
only by expensive, round-about transportation. Exten- 
Sion of the present marketing perimeter will require 
entry into refining areas which have access to well 
developed sources of supply. It will require pushing 
back the main stream of United States crudes and pro- 
ducts wonich flow from domestic sources. 

Some midwest refining companies however, 
have recently purchased large concessions in Venezuela. 
The force of commercial consicerations which have 
already been defined will tend to oppose expansion 
of these markets for Canadian crude oil. The pressure 
of imports on both coasts, moreover, will tend to 
inerease the desirability of markets in these inland 
areas for the min stream of United States crudes. 


The potential expansion of production in the Rocky 
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Mountain area must also be considered as a domestic 

source’ or "supply. it’is worth noting that the rate 

of increase in this area has been the highest in the 
United States since the war. 

Some Conclusions on United States Imports of 
Oil: Firstly, the import restrictions imposed by the 
United States Government are harmful in their effect 
on ability of Canadian cruce to compete for a place 
in United States markets. The present policy as stated 
by the cabinet committee in mid-1957 permits importers 
to choose their own source of imports, thus requiring 
Canadian crude to fins a place under a limited ceiling 
on imports. In view of the factors we have outlined, 
the effect of these restrictions is immediately 
apparent. 

Secondly, even though restrictions were lif- 
ted tomorrow, our oil would still be unable to find a 
place in United States markets where the commercial 
preferences of international oil companies for over- 
seas crudes are the controlling influence, 

Thirdly, in the Midwest, if the several 
companies that have refineries there should estab- 
lish, as well they may, substantial amounts of produc- 
tion from recently purchased concessions in Venezuela, 
there will then exist strong pressure to utilize this 
crude even in the interior oi the United States, thus 
further inhibiting our prospects for expansion. This 


could be accomplished in one of several ways; either 
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imported oil could be traded for domestic oil at some 
point on the East Coast -- this is already a fact, 

an thougn on a modest scale at present; or, the oil 
eoulg be refined (On the Bast Coast and products could 
move West ~- this will become a factor of considerable 
weienc when une Laurel Pipeline is completed this year 
POW a heagetphalto Cleveland: or finally,athe crudes 
could be brought directly into Midwest refineries. We 
understand that this possibility is at least under 
consideration. 

Fourthly, in the Puget Sound-California area 
the same forces of commercial preference preclude 
Alberta crude but in addition we are faced with the de- 
eare or .the U.S. Gavernment to protect a declining 
domestic industry and yet maintain good diplomatic 
relations with the. countries from which its ultimave 
supplies of truly large quantities, of oil wali be 
Gerived. 

The clear implication of what has just been 
Selcemoves UsSbinto the realm of policy. Dts appar- 
ent that, if we are to depend on the United States 
West Coast for substantial incentives to develop our 
natural resources, agreement would have to be obtained 
from refiners in that area to take Alberta crude on 
a long term basis. Without it, planning for expan- 
sion of present pipeline facilities or the construc- 
tion of new facilities would be impossible. This 


agreement would not be forthcoming voluntarily. It 
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Woulag therercre require the most explicit and long 
term Lormulavion ol policy by the United States Govern- 


ment to establish vreference for Canadian oil within 


its system of "quotas". 

Tae import restrictions must be maintained 
or without them the United States must inevitably face 
the prospect of diminishing the incentives for the 
marmusnence Of a high Level of domestic production. 
Moreover, the prospect of its industrial demand for 
oil outstripping its own ability to supply it will 
impel that government to tread very carefully when 
vylewing- a policy favouring Canadian oil. “Such a step 
might well be viewed by other exporting countries as 
being discriminatory. This line of thought may have 
already influenced the abandonment of the principle 
of maintenance of Hemispheric incentive. 

We are thus reduced to this position. If the 
economic forces governirg the movements of oil into 
the United States are allowed to nave free play, the 
maintenance of incentives in Canada for resources 
development are seriously threatened if we rely on 
the promise of West Coast export markets. There are 
strong long term economic forces opposing a high 


level of Canadian imports relative to the total vol- 


ume from all sources. ‘These forces -- the commercial 
policies of imoorters -- are as infinitely long 
term as the profit motive itself. The diplomatic 


forcespthacriwould*ténd to influence the pressure on 
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the United States to import overseas oil are one term 
-- as long term as the great potential of overseas 
sources to meet demand. They will be acceded to by 
the United States Government in relation to the balance 
struck between the ability of these areas to produce 
vast quantities of oil and the increasing necessity of 
the United States to utilize them. This balance must, 
moreover, include the desire of the United States to 
maintain domestic producer incentives. The likelihood 
of capturing an increased share of the market by 
Canada as demand rises is truly remote. 

The Impact on the Canadian Producing Industry: 
The resulting impact of all the factors which we have 
analyzed thus far can be reduced to two significant 
rigures Witn Sénious portent fer our producing industry. 
Our studies show that the probable demand for Canadian 
erude, when viewed in tne light of the inhibiting 
factors which we have cited, falls considerably below 
the level where production could be if our oil did not 
have these factors affecting its market expansion. 
By 1960, this short fall isestimated to be some 
200,000 barrels Of oll per day. We will continue to 
lose ground in the ensuing years. By 1965, the fac- 
tors hindering our expansion will result in a short- 
falieor 500.000 barrels of oll per day: 

Stated in different terms, this disturbing 
prospect is supported by the Imperial Oil Limited 
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Economic prospects in January of 1956. This company 
estimated that production as a percentage of produci- 
bility would stand at 44% in the year 1960. Immed- 
iacely soljowing their tabular forecast, this state-— 
ment appears, and we quote: "During the 1960's it is 
likely there will be a substantial excess of potential 
GOVer actual production, and it is possible that this 
Situavion may Nov correct itself until the 7O's.” 
dnere are Ouner Sipniticant Tsgures tombe 
noted. In 1956, average production in Western Canada 
was approximately 470,000 barrels of oil per day. In 
that year, total demand for petroleum products in 
Canada was a little over 700,000 barrels of oil per 
daye Ins total included imports or erude oil “and 
refined products into Canada amounting to some 390,000 
barrers oer day. Exports tTotalted 120,000 barrel s7per 
Gay. For the same period daily production potential 
in Western Canada was estimated at 900,000 barrels of 


OT per day. 


ANGUS, STONEHOUSE & CO. LTD. Lope 
TORONTO, ONTARIO ; 


OIL AND THE CANADIAN NATIONAL SECURITY: 
We now come to a consideration of the security of 
our nation. 

In 1956 the United States met the oil 
needs of its economy with imports that represented 
approximately 15 percent of its total consumption. 
In the same year, Canada filled its requirements 
by importing crude and refined products in the 
amount of 142 million barrels. Our total consumption 
amounted to 261 million barrels. Thus our oil needs 
were supplied to the extent of 54.4 percent of the 
total from sources beyond our borders. Furthermore, 
105.7 million barrels, or some 40 percent of 
requirements were delivered by ocean-borne lines of 
supply. 

Our economy would be seriously impaired 
if, for any cause, our ability to import were taken 
from us. We would pay a heavy price for not recog- 
nizing that nations must set highthe principle of 
being able to accomplish their own aims without 
external aid. 

A comparison drawn between the two 
nations in terms of the ability of each to maintain 
the function of its economy must inevitably lead 
one to conclude that Canada has far greater cause 
for concern in time of crisis. It is also apparent 
that our concern for the maintenance of incentives 


must be at least as great as that of the United 
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| States Government. If, as we believe we have shown, 
there is a risk that incentives cannot be maintained 
by looking to markets beyond our own borders, our 
present greater cause for concern with our safety 
must inevitably lead us to the conclusion that 
incentives for petroleum development must be 
provided from markets within our own borders. 

Proof that we are not sounding the alarm 
without cause lies in the impact on Western Europe 
Of The Tecent’ Suez ~-crisis. This crisis would™have 
had far less serious consequences for Western 
Europe, and the world, were it not for the fact 
that at the time it occurred, this highly industrialize 
area depended on tanker delivered supplies of oii for 
over ninety percent of its requirements. If some such 
crisis were to interrupt the ocean-borne supplies of 
crude oil to the densely populated, highly indus- 
trialized areas of Eastern Canada, the effect would 
be no less crippling. The Montreal market imported 
overseas crude to the extent of 83 percent of its 
requirements in 1956. 

The possibility of similar disrupting 
events cannot be considered remote. We would remind 
you of recent headlines concerning the Republic of 
Venezuela. The detrimental aftermaths of national- 
ization of foreign oil investment in such countries 
as Iran and Mexico may be found in economic his- 
tories. This everpresent threat is a strong con- 


tributing factor in the commercial politics of 
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United States companies owning reserves in certain 
foreign countries. 

Whenconsidering the impact of petroleum 
resources development on the national safety, it 
must be kept in mind that a sudden rise in require- 
ments of oil from indigenous sources due to emer- 
gency conditions does not mean that the demand will 
be met when urgently needed. This is true even 
though there is large shut-in productive capacity 
as is the case in Canada today. Again, even with 
such capacity, it does not follow that the supply 
can quickly satisfy the demand when there are great 
distances separating the oil fields and the markets. 
G nerally adequate transportation facilities, 
capable of further expansion of necessary, must al- 
ready be in place. In a word, the possibility of 
rapid or accelerated expansion in the face of emer- 
gency conditions is virtually zero. 

Let us go further. Circumstances of a 
sufficiently critical nature to cut our supplies 
would doubtless affect those of the United States. 
In view of the fact that the ability to expand 
transportation at short notice is virtually non- 
existent, the United States would face a problem of 
such magnitude within its own borders that it 
could not very well divert any great POrcCLOn Of ts 
domestic supplies to Canada. 


In view of everything that we have stated 
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we cannot but urge that oil self-sufficiency for 
our nation is imperative. 

OIL AND THE BALANCE OF. INTERNATIONAL 
PAYMENTS: At the end of 1956, Canada showed an 
unfavourable balance of merchandise trade amounting 
to $734 million. Of this amount $271 million, or 
some 3/7 percent of the total, was paid for crude 
oil imports. A further sum of $165 million was 
expended on the importation of refined products. 
Although complete figures are not as yet available 
for 195/, the cost of crude oll imports will prob-— 
ably run to some $300 million. This item ca be 
largely eliminated by Canada becoming self-sufficient 
aS sien Cee 

STIMULUS TO THE CANADIAN ECONOMY: ‘The 
advantage of eliminating the foregoing cost from 
our balance of trade, together with other specific 
advantages, are enumerated: fromthe following statement. 
We quote from a recent address delivered by Mr. C. 

S. Lee, the President of Western Decalta Petroleum 
limited, a company supporting this brief: 

"The assurance of a market for Canadian 
erude oil in Montreal would have the following 
iineObave Sollecus ; 

(1) Investment in exploration and development, which 
stood at 633 million dollars in 1956, and dropped 
to approximately 600 million in 1957 could drop still 


further under present conditions in 1958. The 
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assurance of a 300,000 barrel per day market would 
re-stimulate both exploration and development. 
(2) The profits which are currently accruing to the 
producing companies in Venezuela and the Middle 
Kast would immediately revert to the producing com- 
panies in Canada. Such revenues would further stimu- 
late financial activity in our Canadian markets. 
(3) The bonus, royalty and rental payments to the 
Provincial Government and revenues by way of taxa- 
tion to the Federal Government both of which will 
lag under lack of incentive, will be re-stimulated. 
(4) The general economic effect of revitalizing 
the industry is bound to reflect across the country 
. » . the investment of a very large sum of money 
in the construction of transportation facilities 
for getting crude oil to Montreal would inevitably 
affect the nationwide economy." 

When viewing the rather alarming decline 
in the present levels of employment, the stimulus 
in this area that would result from increased ex- 
ploration and development activity in Western Canada, 
together with that stemming from the actual construc- 
tion of a $350 million transcontinental pipeline 
cannoe be overlooked. 

INCENTIVES AND THE INDEPENDENT PRODUCER: 
It must be recognized, we believe, thatthe funda- 
mental objectives of the independent producer in 


Western Canada and the international integrated 


Le 


‘ i so . with, TOs wunt ae 


- z ¢ e ce eg he ae ne ‘ a; fi 
an je i ycha OSes ONE 9 Om coe’. aL ate Leg: 
a : tt > 2 a De: ss te os 
ee en ae 
‘4 7 , pe td ode | Bigbilan 1 edad 
Pe eer Pe ae ek ay 
ie ‘ a Cr at eit AE) 
oe & At 7 aie 4 fer 
+s ; ; Ve eee bets is wae tec x 
a aay Bier! ie 


‘dome Ga Dadinaly tat 


ri 
vil ie eer 


- (ee Came a; (uot tea fee ehh. 40h 


ANGUS, STONEHOUSE & CO. LTD, O27 
TORONTO, ONTARIO ¥ ( 


company or its affiliate working in the same area 
are not necessarily the same. 

The independent oil producer depends for his 
livelihood almost exclusively upon his ability to 
find, produce and market his crude oil. His growth 
depends in the long run upon his ability to build up 
reserves and thus create a capital asset. His 
immediate and most pressing problem is, of course, 
financing which is dependent very largely upon 
the rate of pay out on his wells. The rate of 
pay out is tied directly to the production and 
TiS. burn, LS coverned, by his ability to mar= 
Ce. ts On.) 

On the one hand, the major integrated world 
wide company has an almost entirely different concept. 
Leone cenOoproblem.of financing for a parricular 
area. Its income is derived from different countries 
as well as from different facets of the oil business 
such as refining, marketing and transportation. The 
major problem facing this group is the creation of 
strategic oil reserves. Canada, is a very desirable 
place to build up long term reserves as sa Gs get ts 
strategically located within the great industrial 
complex of the North American continent. Furthermore, 
it is presumably a politically stable country. Thus, 
income from Canadian production is not a principal 
factor when already developed huge reserves of 


relatively cheap oil can be produced abroad (the 
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Middle East and Venezuela) at favorable prices and 
moreover from areas which are. politically unstable. 
These integrated international companies 
are also the refiners of Eastern Canada to whom the 
independent must eventually sell their oil, Further- 
more, these same organizations also control the 
pipe lineviaci licties by which their oi] is now moved, 
From the foregoing, we conclude that the 
independents as opposed to the worid companies are 
vitally concerned with the immediate and fullest 
possible development of the producing industry in 
Western Canada because that is where their entire 
interest lies and we believe this interest is identi- 
cal with the best interests of Canada as a nation. 
THE MONTREAL MARKET AND COMMERCIAL PREFER- 
BNCHSWOHn LMPORTERS:,.Havinge shown desivabiiity.of 
a policy of .self-sufficiency, in oil, weée.draw. the 
attention of the Commission to the fact that the 
previously cited inhibiting commercial preferences 
of United States importers operate with equal force 
in our own Montreal market. 
The preference of the large international 
oil company for using, in its own refineries, 
wholly owned, low replacement cost crudes from 
politically unstable sources is nov restricted by 
international boundaries. Thei desire for so-called 
“hard currencies’ is likewise a factor of significance. 


It is for this reason that we stated at the 
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outset that self-sufficiency in oil for Canada is 
not ,.possible unless the refining companies in 
Montreal concur with us in our belief that this prin- 
OLD le origetie, bDoOSteintenests, of Canada . 

As stated at the outset, our studies con- 
clude that these markets can be supplied with domestic 
oil and that there should be no upward pressure on 
consumer prices because they are based on parity 
OL LCes. of simponted.,o1l products. 

We should like to stress that at this stage 
in our oil development we know the levels of our 
reserves and our ability to supply demand to a more 
precise degree than was the case when Interprovincial 
Pipeline was built. As our studies have shown, it has 
resulted in the ability to plan the construction of a 
pipeline to take advantage of the economies inherent 
in such relatively close appraisals. From the stand- 
point of financing,, therefore, there is less risk 
involved than there was when we expanded our marketing 
perimeter to Sarnia and became more self-sufficient 
than we were. 

FEASIBILITY STUDIES AND MONTREAL MARKET: 

To demonstrate the economic feasibility of trans- 
porting Western Canadian crude oil to Montreal, 
and because Mr. Levy reported that the Toronto 
requirements of crude oil by 1965 would exceed the 
indicated capacity of Interprovincial Pipeline, 


we engaged the services of Dutton-Williams Bros. Ltd. 
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to make the necessary detailed investigation of a 
pipeline to Montreal. 

In the first plaee in considering the 
practical question of transporting crude oil from 
Western Canada to Montreal, financial interests must 
have assurance of markets. While we have demonstrated 
that the market exists, we still need the necessary 
assurance. subject to this, our studies now would 
show that between 70% and 75% of the indicated refinery 
demand of the Montreal area could be satisfied by 
Canadian crude by 1960 and probably 80% by 1965. This 
is equivalent to 320,000 barrels per day in 1965. It 
is on this basis that the line study has been 
predicated. 

In the second place there must be an assur- 
ance that there are sufficient crude reserves and 
producibility to support the new market. The Canadian 
Petroleum Association nas already submitted to this 
Commission a brief showing thatthe present avail- 
able reserves are approximately 34 billion barrels. 
By 1960, when further reserves will have been dis- 
covered, the total markets for Canadian crude, 
including the Montreal market will be about 360 mil- 
lion barrels per year and producibility in 1960 will 
be 500 million barrels per year. 

Reserves and producibility are thus 


indicated. 


The engineers, after considering several 
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permutations as to size and route, selected a 
30" line as being the most economical for the period 
under review (up to 1969) and for the minimum 
average throughput postulated. They selected a 
route from Edmonton to Regina, alternative northerly 
and southerly routes between Regina and North Bay, 
and then a route from North Bay to Montreal. 

The routes have been fiown or traversed 
py car, and complete engineering estimates for all 
pump stations, crossings, etc., have been made. 
Consideration has been given to the types of crude 
to be taken into the line which will be most 
appropriate for delivery to Montreal and the com- 
posite characteristics of the crude flowing through 
the line have received full attention. In short, a 
comprehensive study has been made. 

invsupport. of our argument ay construction 
programme has been worked out and a check with 
suppliers revealed that pipe could be delivered 
to meet a completion date of December,1959, if work 
were started immediately. The twelve or thirteen 
construction "spreads" required for the project 
will be available from Canada. 

With this in mind the engineers report that 
by 1965 there would be a total investment of: 

$372,097,000 for the southemroute 30" line 
$403,164,000 for the northern route 30" line 


for an average throughput of: 
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200,000 barrels per day in 1960 
320,000 barrels per day in 1965 

Based upon this estimate of investment the 
“costiof service" or pipeline “tariff during the 
fifth year of operation will be: 

51.5¢ per barrel 

Assuming an Edmonton price of $2.633 per 
barnett tor iieght crude, this. crude can ibe; there= 
fore, landed in Montreal at: 

$3.16 per barrel. 

Mr. Chairman, with your permission I would 
like to just read briefly two pages to supplement 
what I have said. 

Our submission has focussed on the urgent 
problems of the Canadian oil producing industry and 
the critical need to expand its marketing range 
by moving Canadian oil to Eastern Canadian refineries 
that now operate on foreign crude oil supplies. 

Our solution is based upon the conviction 
that a pipeline to Montreal can be built without 
custom duties on foreign oil, subsidies, govern- 
ment built pipelines, or any penalties to the 
consumers of Eastern Canada. 

We have stressedthe strategic importance 
of linking our industrialized areas in the east with 
a secure stream of Canadian oil. 

We have pointed out that the substitution 


of Canadian oil, for foreign imports would eliminate 
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more than a quarter of our nation's deficit in its 
merchandise trade. 

We have noted the benefits upon the entire 
Canadian economy of a 350 miliion dollar undertaking 
- employing Canadian labour, Canadian steel and 
other Canadian materials. 

In my concluding remarks, I would like 
only to review the highlights of our presentation. 
dies Canadian crude oii is now being produced 
at less than 40% of the industry's capacity and in 
Alberta at less than 35%. The development of one 
of Canada's most valuable natural resources is 
being stifled by lack of markets. 

Slee For the foreseeable future, the oil 
markets of Eastern Canada offer the only practicable 
solution to our problem. We have been disillusioned 
in the last few months by the poor prospects of 
markets in the United States. The combination of 
restrictive import policy on the part of the United 
States Government and the preference on the part of 
Ut=Sseamoorters for overseas cruces from prolific. 
foreign concessions will in our opinion keep sizable 
quantities of Canadian crude out of the U. S. market. 
oe To sell Canadian crude in Eastern Canada 
hinges upon the transportation cost. In Canada, 
owing to the vast distances, transportation costs 
are always of paramount importance. To minimize 


transportation costs, large and continuous volumes 
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must be moved by major diameter pipelines. Our 
feasibility studies show conclusively that Canadian 
oil can be transported at a rate of 2.6 cents per 
hundred barrel miles. This compares to the 3.6 cents 
per hundred barrel miles currently charged by Inter- 
provincial. At this point we wish to observe that 
Interprovincial’s tariffs are a result of step by 
step construction. This "piece meal” approach was 
occasioned by shortage of large diameter pipe, un- 
eertainties as to the size of the oil reserves and 
the necessary markets required to be served and 
intermediate deliveries. At this time I suggest 
that we learn a lesson from the past. Let us not 
continue a piece meal approach by building a little 
here and a little there. We now have the reserves, 
we now have sizable markets, we now can build the 
large diameter line necessary to provide transporta- 
tion at 2.6 cents per hundred barrel miles. 
h Western Canadian crude oil can be delivered 
into Montreal at prices competitive with those of 
foreign imports. Ontario refiners are now operating 
profitably on Canadian crude. Montreal refiners can 
also operate profitably on Canadian erude. 

The essential link is the willingness of 
Montreal refiners to accept Canadian crude if it 
is made available to them on competitive terms. 

Canadian oil now faces a unique opportunity 
to economically capture a new market not available 
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system. Over the next few years a pipeline system 


keyed to the potentials of an expanding Canadian 


market should enable producers, refiners and consumers 


to share in the economies of building for the future. 
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THE DEPUTY CHAIRMAN: Mme Bacutl Loe 

Mies ti lO% Mr. Chairman, I spoke to Mr. 
brown petore he commenced his brief and. in addition 
to the material which ne has just presented to us, the 
brief contains a long report from Mr. Levy, appendices 
GO 2naG report, the report.of Dutton-Williams and the 
report On Purvin, & Gertz. Now, .my thought.would.be 
that, before any examination was begun, these en 
which are there, and to which I have referred, should 
be .ceemed to have been read into the record: but that, 
in addition, for the purpose of full appreciation. of 
the problem, Mr. Brown, or somebody <n .bis_ gvoup, 
should @2Ve us a short summary of the, contents of the 
Levy Report and the other reports to which I have re- 
ferred. 

MR, BROWN dro: May Mr. McDermid réad uae 
summary, sin? 

MR. PATTILLO: Yes. 

MR. McDERMID: 1. Any study on the pros- 
pects of the Canadian oil producing industry must be- 
gin with certain judgments about its underground re- 
sources. Such judgments would, o. course, be con- 
jectural; final answers are still hidden in the earth. 
But on the basis of present indications, it can safely 
be assumed that Canada's oil resources are substan- 
$181, although not so prolific as, 6ay..40. une 
Middle East. furthermore, Canadian oil will tend 


to be subject to rising costs of exploration and 


ines 
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development in the future, as is the case with USS 
fia en 

o* Vanedian oll. cannot; therefore, expect to 
compete for overseas markets with foreign supplies that 
are drawn from seemingly bottomless reserves and whose 
replacement costs are relatively low. However, Canada 
and the United States together constitute a tremen- 
dously large market for petroleum products, with an 


expected rate o1 growth that exceeds the apparent 


productive potential of 
Thus, Canada's recently 
oil resources should be 


substantially to future 


the two countries combined. 
discovered and still expanding 
in asposliuroen ttolconerabure 


requirements in North America. 


ee This prospect, however, involves an uncertain 
future, fnc while a basic strength of Canadian oil 
lies in its location, that location »oses exaspera- 
ting problems and issues at the present time. 

uy Initially, Canadian crude found its market 
outlets close at hand in the Prairie provinces, “Being 
more favourably situated than the U.S. crudes (and 
products) that had supplied the area, Canadian oil 

was able to command a relatively high welinead price. 
With the rapid development of reserves following tne 
Ledue and Redwater discoveries, however, Canadian 
crude had to seek additional and more distant mar- 

Ker outletes But Canadian (rude; tby- wartuesor =lus 
intvepion, land-lLockéd Wocation, couldnt trickle into 


yan J * 
the more remote refining centers. It had to be 
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delivered by pipeline in large and continuous. flows 
-- and at prices that were competitive with alterna- 
tives sources of “supply. ' Transportation and effactive 
price competition thus became closely interrelated, 
In consequence, Canadian wellhead prices were bound 
to reflect (a) wellhead prices of competitive crudes, 
(b) relative transportation costs of Canadian and 
competitive crudes, and (c) the foreign excnange rate 
on Canadian currency. Thus, when Canadian crude reach- 
ed Sarnia in April 1951, Canadian wellhead prices were 
sharply reduced (29 to 44 cents per barrel) in order 
vo meeo vhe competition of U.S. “crudes and vaking 
into account the pipeline charges that were involved. 
ye Since 1951, Canadian crude has extended its 
market frontier in several directions. In the east, 
LGomoves to°refineries in the, Toronto area. dmyche 
U.S. Midwest (Minnesota-Wisconsin), it has been able 
to establish itself where U.S. crudes coulc move only 
via roundabout means of transportation. In the west, 
Trans Mountain Pipe Line brought Canadian crude 

to British Columbia, and then to the Puget Sound area 
where product requirements had previously been met 

by northward shipments from California anda where new 
refineries were constructed to operate on Canadian 
supplies. 

6. Meanwhile, the development of Canadian 
reserves and productive capacity continued at a 


rapid rate. Significantly, in recent years, the 
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rate of development exceeded the rate of growth in 
requirements for Canadian crude within the market 
erecaawino whiich It had established itself. ‘Thus, -the 
Canadian oil producing industry now finds itself 
openating at around 50 per cent of capacity. Drilling 
activity has slowed down, and the incentives for future 
resource development are threatened, 

dee This experience of recent years poses for- 
cibly the basic problem of the Canadian oil producing 
industry. There is, on the one hand, a rate of develop- 
ment that could be supported by Canada's physical re- 
sources. On the other hand, the trend in Canadian 
erude oil production is determined by growth in re- 
quirements within the market area it serves. If the 
economic prospects that depend on markets and produc- 
tion are limited, then the Canadian oil industry may 
not be able to realize fully the growth potential that 
is inherent in its physical resources. For a time, 
the producing industry covld continue to operate at 
low rates of capacity. Inevitably, the rate of de- 
velopment will be retarded, as incentive for con- 
tinued exploration and development are impaired. 

8, Looking ahead, we review the probable de- 
mand for Canadian crude in the refining centers in 
which Canadian crude has established itself. Over 

the years immediately ahead, a combination of cir- 
cumstances covld tend to influence favourably 


Canadian crude requirements. A projected expansion 
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in Cenadian refining capacity should permit a higher 
G@egrec io) roduct selt-suffictency. “The extension of 
inverprovinelal to Toronto could solidify the pcsi- 
trcieo. Canadian ~crvae inseastern Ontario. _Pinally, 
annownced expensions in the capacity of refineries 

in Washington, Minnesota and Wisconsin would increase 
the potential U.S. demand for Canadian crude. Recent 
economic developments, however, becloud the near-term 
outlook, Oil requirements were adversely affected by 
@ retardation in business activity during 1957, ana 
the prospects for 1958 are not more encouraging, There 
are further uncertainties associated with U.S. import 
policy. ‘Thus, the full effect of these favourable 
trends may not be realized wntil some time in the 


4 


early cixties anc. the Canadian producing industry 
could face further years of greatly restricted output. 
9. Beyond that dete, the demand for Canadian 
erude will be largely confined to the annual increases 
in product demand within its watershed. Some addi- 
tional gains would probably be made in U.S. export 
markets that are currently being reached. But in the | 
ebsence of a major expansion in the flow of Canadian 
crude to the United States (which is reviewed below), 
she rate of inerease in Canadian production would 

be further reterded. On balance, the demand for 
Canadian crude could sn orox*mate 1,000,000 barrels 

per day by 1956, 


EO. Predictions of fucure reserves and productive 
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capacity are subject to a wide range of familiar 
Macervoinvies, Exploratory efforts are affected by 


S7OOS oO. secwory.. “icludiae finding prospects, costsy 


Dewees, Marke, OuLleus, tax policies, 6t¢, =-"all of 
which contribute toward the shaping of "incentives" 
for oll operations. And actual results, from time 
to time, may not conform too closely to efforts, 
Gepending on the Tortunes that play so important 2 
role in oil prospecting. Over the long run, however, 
it will be Cenada's physical resources that will -- 
with the right incentives -- determine the levels 

of reserves and production that could be obtained. 
Lines The Royal Commission's study on Canada's 
Energy Prospects, and the consensus of industry 
opinion, project the level of production at eround 


3,000,000 barrels per day in 1980. By linking the 


wecord of pest experience with long range est 


° 


imates 


oi reserves, capacity <nd production, a trend of 

potential Cenadian cruce oil »roduction over the 

coming years can be treced out. But the probable | 
levels ov production which present markets for 

Canadian crude would make possible through about 

1955 apoear to fall considerably below the po-ven-- 


tials that Canadian resources might support. By 


1965, the gao is likely to be some 500,000 barrels 


Me To the extent that the prospects for 


Canadien crude in 2xisting markets fall shorv of 
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levels of production that Canadian resources might 
potentially support, the opportunity for a more 
favourable performance would depend on the possibility 
of extending the marketing perimeter of Canadian crude. 
This could involve a major expansion of refining capa- 
city along the perimeter itself, operating on Canadian 
crude with products capturing an increasing share of 
the area's watershed. Or it could involve reaching 
out to the next large refining complexes: i.e. San 
Francisco in the west; Chicago or Detroit-Toledo in 
the South; or Montreal in the east. In each case it 
would entail intensified competition with the main 
stream of U.S. crudes or of low-cost foreign crudes. 
Las An expansion of market outlets for Canadian 
erude would obviously mean the opportunity for increased 
production and a new fillip to the development of the 
producing industry. However, it would also involve, 
as in the past, certain costs in order that Canadian 
erude establish its competitive position against other 
supplies. More significantly, commercial considera- 
tions of major refiners in these potential markets 
will pose added difficulties against the flow of 
Canadian crude. And the export market in the United 
States would depend in large measure on the course 
that U.S. import policy is likely to follow. 

14, A natural outlet for Canadian crude would 

be on the U.S. West Coast. Canadian oil is now 


supplying refineries in the Puget Sound area, with 
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further expansion projected. And the West Coast, 
which is already a deficit area, is expected to require 
increasing imports in the future to supplement local 
production. Canadian oil would be competitive with 
Venezuelan or Eastern Hemisphere crudes, considering 
respective f.0.6. prices and normal transportation 
costs, as far south as the San Francisco Bay area. A 
reduction in Trans Mountain rates at expanded through- 
PUT TOVabous tne level indicated dn its original orced- 
pectus woula permit Canadian crude to achieve a pro 
forma cost advantage even at very low tanker rates 

for overseas supplies. 

1S a But these conditions have been as true of 
the recent past as they would be in the near future. 
Yet Canadian crude has not been able to establish 
tusel? 46 a regular source of supply for Calirormia 
refineries; offshore liftings at Vancouver have been 
confined to those occasions when access of California 
refiners to other foreign supplies has been inter- 
fered with, aS by the tanker shortage during the 

Suez crisis. The major refiners on the West Coast 

are affiliated with integrated companies, all owning 
vast reserves in the Eastern Hemisphere and most 
having a strong position in Venezuela. In these 
overseas areas, reserves are established and replace- 
ment costs low. Owned-production, or even long- 

term purchase arrangements, mean greater over-all 


profits. In contrast, a West Coast importer can 
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only get access to Canadian (Alberta) crude, because 
one prorationing among all producers, by taking pur- 
chased oil ratably along with owned-production. 

Thus, given a choice among foreign crude sources, 
these companies will probably continue to prefer 
ethereroreian supplies to. Canadian oil. 

TG. The competitive status of Canadian crude at 
Puget Sound is, of course, strong; but even there it 
fe OC an assured position. Recent discoveries in 
Washington ang Alaska could mean a substantial flow 
of U.S. oil which would tend to displace Canadian 
supplies if and when it reaches sizable proportions. 
Also, the commercial preference of U.S. companies, 
indicated above, will play a role in determining the 
rate of refinery expansion in the area (as against 
California) and the source of that area's crude and 
producw supplies. 

Tike The United States is about to establish restrie- 
tions:on the level of crude oil imports into the West 
Coast beginning in 1958. A lag in domestic demand 
coupled with new pipeline connections from the South- 
west have reduced the volume of supplemental supplies 
required from foreign sources; and individual ampoLY = 
ters are being asked voluntarily to limit their re- 
ceipts of foreign crude, but are left free to select 
from among alternative sources. While U.S. import 
policy is apt to evolve in the future according to 


changes in the West Coast supply-demand balance, the 
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obstacles posed by commercial preference for Rastern 
Hemisphere ecrudes could be magnified so long as low 
CGpurerudes are’ pressing for a Limited market ouc- 
eC Wwetiiive Uo, import ceiling. “Thug, ‘Canadian 
cruces are only likely to achieve an expanded and 
ASCUrCOGVL Om, UO The U.S. West Coast if Canadian’ oil, 
by virtue of its location and interior pipeline connec- 
ClOns, 26 Piven aipreterential status alone wiih U.S. 
domestic crudes. 
13, In the U.S. Midwest, Canadian crude would 
have to establish a position against themain stream 
Of domestic crudes. To reach major refining centers, 
it would have to equalize at a lower delivered price, 
incur an added transport charge, and absorb the U.S. 
duty -- all of which amounts to a competitive dis- 
advantage upwards of 10 cents per barrel, depending on 
the market area. If comoetitive equality could be 
achieved, via reduced wellhead prices or pipeline 
raves, Canadian crude might then face tess formidable 
obstacles on the part of individual companies than 
on the West Coast. U.S. crude production in major 
producing areas is prorated much the same as Alberta 
crude, so that the factor of owned Vs. purché.sed oil 
would tend to be less critical. Furthermore, most 
Midwest comoanies are active in Canadian oil de- 
velopment. 
On the other hand, many of these same Mid- 


wess comnanies heve recently entered actively into 
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overseas exploration. As foreign production in new 
eoncessions is developed, there will be strong incen- 
tives to capitalize on overseas investment by bring- 
ing that oil into the United States, either by ex- 
changing it advantageously at seaboard for equivalent 
domestic crude, or by moving the foreign crude or 
products refined from foreign crude directly into 
Midwest marketing areas. Here too, so long as U.S. 
smporrm policy) is directed) at limitations om total 
imports, the overseas production of U.S. companies 
will be actively competing for the limited access to 
Uvo.smercets,. And U.S. domestic, production Bs. bikeisy 
to be pressed increasingly upon interior markets as 
foreign crude moves to both East and West Coasts. 
Again, Canadian crude is apt to find iself at a dis- 
advantage unless reasons of national security should 
bead the U.jiS. to establish explicit prerverence for 
Canadian ol] as a safe source of supply. 

2LOF On balance, therefore, any substantially 
expanded market for Canadian crude in the United 
States in the near future would hinge on the develop- 
ment or U.S. import, policy. Over the long run. hew= 
ever, as U.S. requirements move increasingly ahead 

of U.S. production and the gap that imports must 

fill grows large, the U.S. market should provide 

an outlet for substantial quantities of Canadian 
erude, 


ae As compared with expanded export markets 
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in the United States, the movement of Canadian crude 
eastward to Montreal poses even more acute competi- 
tive probliens. To reach Montreal, Canadian ofl must 
span a distance as great as that from Venezuela, and 
at the much higher costs associated with overland 
transportation. On the basis of current wellhead 
prices ana an assumed extension of the Interprovincial 
Pipe Line tariff to Montreal at prevailing barrel- 
mile rates matched against long term tanker rates, 
Canadian crude would face a disadvantage of some 25 
cents per barrel versus Venezuelan crude. (The dis- 
advantage woul: be larger as against Middle East 
erudes.) That disadvantage could be overcome by 
various combinations of (a) a reduction in Canadian 
field prices; (b) lower pipeline charges; or (c) a 
change in Dominion policy with respect to an import 
DuByvAOn rude od. 1. 

Ce. For the Canadian producer, the apparent 
losses involved in a modest reduction of wellhead 
prices coulda be offset in large part, if not in en- 
tirety, by the accelerated rate of operations that 
penetration of the Montreal market would permit. 
Thus, the current and future capitalized value of 
reserves need not be adversely affected if, for 
example, a 10-cent cut in wellhead prices were ac- 
companied by the opportunity for additional pro- 
duction of 200,000 barrels per day. This could be 


an especially important consideration forsiallLer 
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producers who are so dependent on a current flow of 
funds with which to finance exploration and develop- 
ment. 

Le Wat eererence to The possibility sof recquced 
pipeline charges, there are several relevant considera- 
tions. First, it would appear that somewhat lower 
barrel-mile rates could be realized over the long haul 
than those currently in effect. At the time of 
faverprovanetal's orievinal construction, the Canddian 
oil industry was still at an early stage of develop- 
ment; knowledge about its reserves was limited and 
forward planning for market requirements was neces- 
sarily constrained. In addition, barge diameter pipe 
was not available at the time of a great deal of its 
construction. At present, the question is less thav 
of available resources than of potential markets. If 
forward planning for a substantial eastward movement 
of Canadian oil were supported by market expectations, 
then the construction of expanded facilities should 

be able to benefit from the advantages associated 

with large-diameter, long-distance pipeline transpor- 
tation. The Royal Commission's study on Canadian 
Energy Prospects, for example, indicates that light 
erude oil could be delivered over modern long-distance 
pipelikbe, operating close to capacity, for around 2 

to 3 cents per 100 barrel-miles, as against about 

the current tariff of 3.6 cents per 100 barrel-miles 
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ey, In addition, there is the possibility of 


"telescoping" pipeline tariffs so as to minimize 
costs for the long haul. The Interprovincial rate 
structure already includes this feature, its barrel- 
mile charges being higher for closer deliveries than 
for long-distance movements. If it isdecided to 
establish the competitive position of Canadian crude 
at Montreal, consideration might be given to simul- 
taneous adjustments in wellhead prices and pipeline 
charges. Minimum rates could be established for 
shipments to Montreal; intermediate points might 
have to carry a somewhat larger share of the pipeline' 
Lotal costs, but refiners.along interior locations 
would not actually have to pay higher delivered prices 
for their crude, since reduced wellhead prices would 
more than offset the effect of telescoping the pipe- 
janes raters vnuc tue : 

2D A Canadian .mport duty on, foreteanm crude 
could be still another factor in improving the compe- 
tltive position of Canadian oil at Montreal. At 
present, Venezuelan crudes that enter eastern Canada 
also move in quantity to the U.S. Hast Coast.) There 
they have to be competitive with the main stream of 
U.c. erudes from the Gulf. Thus, Venezuelan, exp. 
prices tend to compensate for the U.S, tariff to 

the extent necessary to make them competitive with 


U.S. supplies -- and they are available for lifting 


as Canadian imports at the same f.o.b. prices without 
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having to carry a Canadian duty when they arrive at 
Montreal. A Canadian duty, therefore, would tend to 
restore a competitive position for Canadian oil which 
PvuehoLrrecslywotbected bythe) UsgSeftari ff. 

26. At the present time, Canadian imports of 
petroleum products are subject to tariffs, averaging 
around 18 cents per barrel of revAneryroutcouts ax 
Most-Favored Nation rates, With product imports con- 
stituting a substantial portion of eastern Canada's 
supply stream, product prices tend to reflect those 
duties. To the extent that eastern product prices 
Have; a ceiling sete bythe: cost ofeimportes: products, 
higher crude costs at Montreal -- whether for Canadian 
Ode Shoreven) CLrUCEs waue (EO lancrudevois marart or other 
reasons -- are not apt to be passed on to the consumer 
iin Ene TroOrmM me inivener prices. 

ed The discussion thus far has concerned only 
the narrow problem of achieving competitive equality 
at Montreal between Canadian and foreign crudes, on 
the bases of their respective f.o.b. prices. While 
the disadvantage of Canadian crude of around 25 cents 
per barrel is large, it coulda apparently be overcome, 
A 10-cent reduction in wellhead prices and pipeline 
charges and a 10-cent duty, for example, would more 
than offset that disadvantage. 

26, But companies that operate refineries at 
Montreal have other strong commercial reasons for 


turning to foreign crude supplies. Many of them 
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Dbave,access to production. of affiliates in Venezuela 
and the Middle East. Large foreign reserves and low 
replacement costs combine to provide a powerful in- 
centive toward the continued use of overseas supplies. 
These commercial considerations of individual companies 
pose a series of obstacles similar to those faced by 
Canadian crude in the San Francisco market, with the 
difference that Montreal operations are "national to 
Canada while San Francisco operations are "foreign". 
To establish Canadian crude at Montreal would there- 
fore not only require the efforts of the Canadian oil 
industry to achieve competitive equality with foreign 
crudes. It would probably further require an explicit 
tOrmutecvion .of public policy An supporter Canadian 
markets for Canadian crude oil, 

29. The United States -- whose practice in this 
regard may or may not recommend itself to Canadians -- 
has acted to protect its domestic markets for domes- 
tic erude oil production by setting individual "quotas" 
for importing companies and calling upon them volun- 
tarily to comoly. Thereby, the U.S. producing andus- 
try, whose development is deemed essential to its 
national security, is supported by voluntary action 

of the refining industry, even though compliance by 
individual refiners involves its foregoing of poten- 
tial commercial advantages in each instance. 


50. The cost of oil imports could be an addi- 


tional consideration in the determination of Canadian 
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policy. In 1956, crude oil imports were valued at 
$271,000,000 and were an imposing item in Canada's 
$734,000,000 deficit in the balance of merchandise 
trade. An expanded export market for Canadian crude 
Or the replacement of foreign crudes in easter Canada 
would contribute significantly to the nation's foreign 
crade balance, 

Ste In sum, the Montreal market is not an obvious 
Girvectiom Of expansion from 4)  loeistic peint ror view 
and it poses the more difficult problems even in the 
narrow context of competitive price relationships. 

if the possibilities of exports to the United States 
appear to be adequate to the future develooment of the 
Canadian oil economy, and the uncertainties attaching 
to market expansion in the United States are not too 
discouraging, then Canadian oil may reasonably await 

a future expansion of its export markets without 
actively seeking an outlet in eastern Canada. 

ere If, on the other hand,. the uncervaintics 

of the U.S. export market appear to inhibit the 
balanced development of Canadian resources, or the 
cost of waiting for expanded market opportunities 

in the United States is too high, then the ‘Canadian 
producing industry might have to seek relief where 

its own national policies could prove effective. This 
would, in fact, mean a penetration of the Montreal 


market. 


MR, PATTILLO: I think I should state that 
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Mr. Levy is not here today with this group but he has 
advised the Commission he will make himself available 
Se examination and we anticipate that he will be 
here on the Monday following the coming Monday. 

THE DEPUTY CHAIRMAN: Gentlemen, we will 
Sqjournwuncish 2 hs: 


---Whereupon the hearing adjourned, at 12.20 p.m., 
MEG ae «lS Mh, 
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---On resuming at 2.15 p.m, 
THE DEPUTY CHAIRMAN: Gentlemen, we will 
HOW. sesune -Gne nhéearing, ' Mhes Patri lo? 
MR. PATTILLO: Thank you, Mr. Chaixman. 
Mr. Brown, will you have somebody give us a summary 
of the Dutton-illiams Brothers aaa cis on the pro- 
posed line, an alternative line and also a summary 
of) thetreport. of Purvin and’ Gertz; Ine, an 
Mk.) BROWN, Jr.s Meee Chairman’ and Mr. 
Commissioners, before proceeding with the reading of 
the Dutton-Williams report and the Purvin and Gertz 
report, I would like to make certain observations with 
regard to the summary and conclusions of the Walter Jd. 
Levy report as read to you this morning by Mr. McDermid, 
I would like to bring to your attention that 
this report was commissioned more than one year ago 
and was completed in December 1957. 
Our first step in attempting to analyse 
. the future market for Alberta oil was to obtain 
Mr. Levy's report which, among other things, estab- 
lished a differential in price between Venezuela and 
Alberta crude oil of .25¢ per barrel in the Montreal 
market. Mr. Levy suggested ways in which this amount 
could be absorbed, for example: 
aulOu Cent am varie 
2 10 cent reduction in transportation costs 


a 10 cent reduction in the field price of 
crude oil 
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These adjustments, in his opinion; would 
more than compensate for the adverse differential. 

After obtaining Mr. Levy's report, which 
projected existing pipeline tariffs, we hired Dutton- 
Williams Bros, Ltd. to prepare an engineering report 
which established a much lower pipeline tariff to 
Montreal than estimated by Mr. Levy and therefore 
altered Mr. Levy's suggested solution as to how to 
absorb a .25¢ adverse differential. Mr. Levy's 
opinion, as a result of the Dutton-Williams study, 
is reflected on the supplemental page to his report 
as submitted this morning by Mr, McDermid. 

As a result of these developments, a 
supplementary statement has been made by Mr, Levy, 
and we filed it with the Commission this morning. 
This supplementary statement establishes the differ- 
ence between the Edmonton price of Redwater crude 
under current conditions and the price of Oficina 
crude delivered in Montreal, or in other words, the 
pipeline tariff necessary to be competitive with 
Venezuelan crude. 

This difference is stated by Mr. Levy to 
pe (Ovle 

The Dutton-Williams Bros.' study established 
tnat a. cost of service of 51,8¢ per bbl. ican pe 
achieved. 

With your permission, sir, I will proceed 


with the Dutton-Williams Brothers report dated April 
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Lathye O56. 

Home O11 Company Limited, 304 Sixth 
Avenue West, Calgary, Alberta. 

Gentlemen: In accordance with your recent 
instructions, we have prepared the attached Preliminary 
Engineering heport on the proposed Alberta-Montreal 
Pipeline crude oil system, We believe the report 
sufficiently examines the factors involved and 
adequately defines a system for planning purposes. 

Conclusions: “1. “Under the “conditions 
considered, the 30-inch "Southern Route" system 
appears to offer the most economical transportation 
and also the best balance between investment and 
operating cost. 

In evaluating the alternatives, a number 
of possible sizes of the main pipeline and possible 
routes were considered. <A comparison of the recom- 
mended system with one of the possible alternate 
routes is made in the report to illustrate the basis 
for the above conclusion. The capital requirements 
for the initial and tenth year of operation are 
summarized for the two systems compared, as follows: 


Southern Route 
Classification 1960 1969 


Constructions Costs $307,500,000 $332,100,000 


Line Fill al, 100., 000 al, , 100,000 
Interest during 12,100,000 12,600,000 
Construction 


. Working Capital 1,900, 000 1,909, 000 
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Soutnern Route 
Classification LOCO Ie Pi in S09 


Financing Costs $74 C004 000m tem, 800,000 


Total $353,400,000 $378,500,000 


| SENSE 


Northern Rkoute 
Classification 1960 ___ 1969 


Construction Costs $342,300,000 $367,800,000 


Eine al 23,900, 000 23,900,900 

Interest during 

Construction 13,500,000 T4000), 000 

Working Capital 1,900,000 1,900,000 

Financing Costs 8,400,000 8,400,000 
Tota. Ae veces Atanaccnaae 


r 


2. Based upon the capital requirements 
for the recommended system, the 30-inch Southern 
Route System, the “cost of service” during the fifth 


J, 


year of operation per barrel transported as projected 
in the report is 51.8¢. "Cost of service" in this cas 
includes depreciation, interest, operating cost, re- 
turn on investment and income taxes. We believe a 
normal tariff schedule for crude olb pipelines employ 
ing this amount as the primary transportation charge 
Prom Alberta to Montreal could be recommended and tha 
earnings generated at this rate on the assumed aver- 
ace throughput will be sufficient to effect financing 
of the project, 

Report Summary: 1, ‘The simatial capicas 
requirements for the recommended system amounts to 
approximately $353,400,000 of which $307,500,000 is 
avtributable to cost of the installavion. 
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approximately 
1,919 miles of 30-inch Main Line 
100 miles of 26-inch gathering line 
71.5 miles of 16-inch gathering line 


(3.5 miles of 10-inch: gathering line 


1,700,000 barrels of steel tank storage 


35,000 installed horsepower in pumping 
facilities 


3. The initial capacity of the system 
is 253,000 BPD and by addition, of pumping facilities 
may be economically increased to 393,000 BPD. 

4, Average annual throughputs have been 
assumed to increase from 200,000 BPD in the first 
year of operation to 385,600 BPD in the tenth year, 
the final year considered. 

Preparation of the Report: Route recon- 
naissance was made by automobile and aircraft over 
the various possibilities, and as a result two prin- 
cipal routes were selected for final consideration. 
A further check of critical points and alternate 
sections on these routes was made as needed. Detailad 
notes of a number of previous investigations over 
the entire area were also of assistance, as were 
actual construction cost information on the several 
existing pipeline systems which paraiiel some parts 


of the routes considered.’ 


Pipeline route locations were made with 
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| the use of aerial photographs and topographic maps 
and based upon the reconnaissance notes, 

Hydraulic studies of the various routes 
were made after profiles were developed from the 
above information. Schematic arrangements of a 
number of alternative designs and routes were then 
produced. On the basis of preliminary cost estim- 
ates, a number of the alternatives were then elimin- 
ated, More exact cost estimates were then compiled 
for remaining alternates using quotations from man- 
ufacturers and other realistic data. 

Operating costs then were prepared which 
further reduced the alternative schemes then deserv- 
ing further comparison. 

Financial requirements have been developed 
for the alternate systems to determine required in- 
come over the period of years from which tariff rates 
were selected, The rates were then used to project 
pro forma financial data for the. future years.orf 
operation to test their adequacy. 

Volume 1A is generally arranged to begin 
with the premises, followed by a design discussion, 
and concluded with the financial data derived there- 
from, Volume II defines the system recommended in 
specification form suitable for incorporation with 
later detailed drawings and final bills of materials 


into complete plans and specifications of the system, 


[ —_ It is hoped that the report contains 
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design decisions and sufficient definition of the 
system to facilitate the planning of this project, 
Respectfully submitted, 
DUTTON-WILLIAMS BROTHERS 
KR, G, Murray, Jr, (siened) 
he G. wurray, Ja: 
Executive Vice-President 

Mich your Permission, sir; Lwin read 
the use of Canadian Crude Oils in the Montreal 
Refineries, dated February 5, 1958, which is the 
FEDOry Of Purvin « Gertz, inc.) Dallas, Texas. 

A study has been made of the use of Canadian 
crude o11 in the Montreal refineries. The primary 
purpose of this study was to analyze the physical 
problems involved in the substitution of Canadian 
crude for the crudes presently used in these refin- 
eries. This investigation has been based upon the 
market forecasts for Eastern Canada presented by 
ie de evy, Inc,., i 4 report of December, 25 
along with published information on the processing 
facilities in the Montreal refineries and the crude 
Olls présentiy utilized. 

The Levy Report presented the following 


estimates of oil demand for the Province of Quebec. 


Total 
(Thousands of Barrels Daily) Crude & 
Canadian Foreign Product Product 

Crude Crude Imports Demand 

1960 ~ 282 oy 314 


1965 = 396 - 396 
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The Suebec demand for products, which represent only 
part of the total market served by the Montreal re- 


fineries, was estimated in the Levy Report as follows: 


1960 1965 

1,000 1,000 

B/D L B/D % 
Motor Gasoline OLS 25.6 85.4 26.5 
Distiliates oe, Bae 105.6 Ce: 
Heavy Fuel Oil 64.9 269 86.0 26 Or 
Other Products B24 13.4 45.8 ig! ae 
Total Products OH. 5 4:00..0 222-5 100.0 


The refineries under consideration as the 
Montreal market are as follows: 
Present 


Rated Capacity 


Barrels/Day 


Imperial O11 Limited 69.000 
Shell Oil Company of Canada Limited 60,000 
McColl-Frontenac Oil Company Limited 555000 


The British American Oil Company Limited 5Oy 000 
Canadian Petrofina Limited 23,000 
Total 29 (= 000 

The information available to us indicates that these 
refineries have been using predominantly Venezuelan 
erude oil, along with some crude from the Middle 
Fast. The overall average crude charge to these 
plants is estimated at 31°API, with the principal 
erude streams ranging from 25° to 35°API. 

From our study of the products demand and 
the individual capabilities of the refineries, Ei Gas 
our conclusion that the Montreal refineries could use 


70% to 75% Canadian crude oil in place of the 
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present imported crudes by the year 1960, Based 
on the estimates in the Levy Report of the total 
erude requirement for the Montreal refineries in 
1960, this percentage would represent approximately 
200,000 Datrels per day of Canadian erude. Further= 
more, 1¢ 1S Our Opinion that SOG substitution could 
be achieved by 1965, equivalent to 320,000 barrels 
per day of Canadian crude. These opinions are 
based On che physical utilization of the “crude "to 
meet the indicated demand for products. We have not 
endeavored to analyze the possible economic conse- 
quences for each of the operating companies, 

Our estimates on the substitution of 
Canadian crude are based primarily on replacing the 
present average 31°API gravity crude with 35° API 
Redwater crude, which was considered typical of the 
average Western Canadian crude that might be avail- 
able. The use of higher gravity crude oil as a 
refinery charge tends to increase gasoline produc- 
tion, Since refinery runs in Montreal are presently 
limited by gasoline sales, a similar restriction 
would be imposed in the substitution of the higher 
gravity erude oils. To balance the market demand 
with the use of Canadian crude in the amounts indic- 
ated above, the remainder of the present crude oil 
imports must be replaced by additional fuel oil 
imports and/or heavy crude oil imports. The optimum 


palance of supply would probably result in some 
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reduction in vrefinery runs: aleng with an incréase 

im (view. ois. imports.) In addition to the mimitations 
imposed by the market for gasoline, allowance was 
made in our estimates for the continued use of cer- 
tain special crude oils for production of lubrica- 
ting oils and asphalts, where the quality of the 
Canadian crudes may be doubtful, 

The substitution of Canadian crude to the 
extent indicated above with increased reliance on 
fuel oil and heavy crude oil imports should re- 
present a reasonable program for the transition 
from imported crude oil to Canadian crude. Since 
the individual refineries have different types of 
processing, faciiities and are, utilizing different 
crude charzes at the present time,there might be 
some deviation expected, both above and below our 
estimated average percentages. However, with the 
cooperation of the individual refiners and with 
the proper coordination of the supply problems, it 
should be possible to achieve at least the average 
substitution indicated. This type of transition has 
previously occurred in the case of the British 
Columbia refineries where Canadian crude was sub- 
stituted for lower gravity imported crudes with 
increased dependence on fuel oil imports. 

In the .course of this study; the opera- 
tions in each of the Montreal refineries were analyzed, 


and several alternate processing plans were 
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considered for the substitution of Canadian crude. 
We shall be glad to make available and discuss any of 


these data in support of our Presentlopinions: 
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Mey PAUL Loos ire Brown, al woudd like 
to try and summarize just what your proposal to 
the Commission is, md I will endeavour to state 
it and atthe conclusion wherein I have stated in- 
correctly I wish you would say where I am wrong. 
The proposal of your company and these other com- 
panies which you have joined in this brief is that 
a 30" pipeline should be constructed from Alberta 
to Montreal along the southern route proposed by 
Dutton-Williams and that if this was done oil could 
be moved at a cost of 2s¢ per barrel 100 miles and the 
oil could be laid down in Montreal at $3.16 per 
barrel. To make this feasible, I understand you 
to say that-all that is required is the willingness 
of the refineries in Montreal to purchase Canadian 
crude and that you are not asking for any govern- 
ment assistance or subsidy or any tariff,, quota 
or embargo. Now, am I correct in that? 

MEA) BROWN Jhatl think, “Sir, “chatevwe teet 

that iP a voluntary use’ of the crude torre tone - 
term period seould not be effected in long-term contracts, 
then a quota would become necessary, import quota. 

MR, PATTILLO: Now, I was going to ask 
you what voluntary co-operation have you in mind 
would be required from the refineries. 

MR. BROWN JR.:Lbelieve, sir, that the minimums 


we would require would be a minimum of 15-year 


purchase contracts for the purchase of 200,000 barrels 
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a day in 1960 and increasing to 320,000 barrels a 


day in 1965 or approximately 80% of the then projected 


market. 

MR, PATTILLO: And do you contemplate 
producers in Alberta and Saskatchewan entering into 
long-term contracts and agreeing to supply? 

MR. BROWN JR.: If, under the laws of Alberta 
where we have a prorationing system and where 
refiners request an allotment of oil each month -- 
if that is not adequate to permit financing, then 
contracts of a similar nature would be required 
from the producers. 

MR. -PATTILLO: -SoOean wVWouUrsaii rer Lnpression 
of the thing you do not contemplate the producers 
entering into contracts to supply at all, you 
contemplate a contract between the refineries and 
the pipeline company; is that what you mean? 

WRy BROWN oR.: That. isscorrects sie. 

MR. PATTILLO: How would the price that 
would prevail from time to time be determined? 

MR. BROWN JR.: In the same manner, sir, 
that it is determined now. My impression is that 
we are part of a global industry; the price of 
Oil dneAibenta, cistingluenced by athe pricéepor aura— 
continent oi lein ‘Sarnia, the pricesof jor) inathe 
mid-continent in turn is affected by Gulf Coast 


prices which would be affected by changes in prices 


—_—__—_ in Venezuela or the Middle East. In other words, 
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che justiiaeation for change of price 6f ‘O21 “in 
Alberta is at all times related to changes that 


take place outside of Canada -- the one exception 


to that being the foreign exchange rate, that might 
be considered local. 

MR, PATTILLO: So you would contemplate 

the laid-down price of mid-continent at Sarnia being 
the governing factor and a cut-down in the cost of 
ransmission and then determining a wellhead price, 

MR.BROWN JR.: Yes, that is the basis on 
which we are operating and will continue to be. 

MR. PATTILLO: Now, in connection with 
this pipeline that you contemplate, do you contem- 
plate it being a one-delivery point pipeline, that 
is the terminus at Montreal being the only delivery 
point, or are you contemplating take-off points? 

MR.BROWN JR.:If I may take a minute to 
answer your question, sir, the primary intention of 
our brief to the Commission was to establish that 
it was feasible economically and practicably to take 
Alberta oil and ‘put. at ‘into Montreal. “in "ie ypipe— 
line facet of our submission again we took what 
we considered the worst set of circumstances to 
prove that we could put Alberta oil into the Montreal 
market. In a detailed analysis of our thinking relat- 
ing to a pipeline, it is obvious that we would look 


to obtain any market on the route of the pipeline 


— or close by the route of the pipeline that may become 
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available to us. That would include, perhaps our 
hope in years to come, markets in the United States, 
it could include a further requirement in the Toronto 
market, in addition to the Montreal market. 

MR. PATTILLO: Now, in the proposed two 
allernative, routes am lL. correct in thinking that 
if it was considered in the national interest ad- 
visable to have an all-Canadian route, then the 
southemroute would be out and you would only have 
the northern route available? 

MR, <BROWN.dIR.« That ae correct,. si. 
In that event I think you will recall,Mr. Pattillo, 
that we were originally requested to appear before 
the Commission some weeks back. Much of the data 
and selection of the route was done in a very great 
hurry ial <onimade: could be clagsiited as a colossal 
job of Dutton-Williams Bros. If we were to look 
atthe least economic route I think we would desire 
to amend slightly the route as indicated in the 
report filed with you this morning. 

MR, PATTILLO: I was going to ask you 
if you had any figures as to the cost of transmission 
from one terminalto the other, assuming that this 
all-Canadian route as shown in the plan was used. 

MR. BROWN JR.: Yes, sir, we do have. 

MR. PATTILLO: And what is that price? 

MR. BROWN JR.: Using the northern route, 
sir, the cost of service in the fifth year would be 


54.3¢. 
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MR. PATTILLO: There are one or two more 
questions that I would like to ask. In order that 
I can clearly understand, we will have your proposal 
or a summary of it before us. You have mentioned 
the price of transportation in each instance as to 
the fifth year of operation. What do you estimate 
it would cost to transport per 100-mile barrel from 
the commencement of the operation of the line until 
the fifth year? 

MR. BROWN JR.: The fifth year, sir, 
represents an average of the first ten years. If 
you would like me to read into the record, for the 
southern route the first year is 75.8¢, that is 1960, 
75.8¢; 1961, 66.5¢; 1962, 60.5¢; 1963, 55.3¢; 
1964, 51.8¢; 1965, 47.9¢; 1966, 45.4¢; 1967, 43.5¢; 
1066 Abe O00 sD 6g. 

MR, PATTILLO: Now, I want to get some 
information, if I can, regarding the companies that 
have joined with Home in the brief. First of all, 
where is the head office of Canadian Devonian 
Petroleums Limited? 

MR. BROWN JR.: With your permission, sir, 
I will ask Mr. Charles Lee to answer these questions. 

MR. PATELLLO: Please’. 

MR. LEE: The head office of Canadian 
Devonian PetroleumsLimited is at 1855 Rose Street, 
Regina, Saskatchewan. Do you wish me to go through 


the whole list, sir? 
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Mia PAVTELLO: No, take one at a time, 
Where is this company carrying cn its operations - - 
in Saskatchewan cr Alberta or in both provinces? 

MR. LEE: In roth provinces, sir - - 
mainly in Saskatoon, 

MR EAP e Le: Who has what I would call 
the practical control of this company? 

MR. LEE: That I would not be able to 
answer without a specific list of the shareholders 
of that particular company, sir, and I don't have 
Bours 

MA” PAP ELO Are the officers of the 
company Canadian? 

MR. LEE: The majority are Canadian, yes. 

MR. PATTILLO: Do you know whether or not 
there are no directors who are other than Canadians? 

MR. LEE: No’ Sirs el) downeg. 

MR. PAT EEEOs Do you know whether the 
control of the company is situate outside of Canada? 

MR. LEE: No, I could not answer that for 
the same reason, that I have not got a shareholders' 
fist; sir. 

My PRT EO: How long has the company 
been in operation? 

MR. LEE: Sinee 1951. 

MR. PATTIE: BH.’ many wells has it 
capeble of production in the Province of Alberta? 


MR. LEE: I can't give you that information 
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LOT 1. 


directly, sir, but. I can ascertain for you. 

MR. PATTILLO: Can you tell how many wells 
it has capable of production in the Province of 
saskatchewan? 

Mae ie NG. Sle, Licant ti, but Lf can. tela 
you for the combined provinces of Alberta, Saskatchewan 
and Manitoba... 

Mia PACELELO: Ali ptent., 

MR. BEE: it is 10129 netrwells. 

MR, PATTILLO: Can you tell us what the 
economic allowable is in the Province of Alberta 
for the wells of this company, in the aggregate? 

MR. LEE: I would have to get that informa- 
CLOW Lor you, Sirs «lL haven tego ttivhere. 

MR. PATTILLO: Will you please get 1% 
for all. the provinces? 

MR. LEE: I will do that. 

MR. PATTILLO: Can you tell me what is 
the replacement cost of oil of this company? 

MR. LEE: Not of this particular company, 
Sir, a0. 

MR. PATTILLO: Will you get us that informa- 
tion? 

MR, LEE: LE will. 

MR. PATTILLO: Now, the next company is 
Canadian Homestead Oils Limited. Where is its head 
office? 


MR. IER: “Ite head offices ts9 ia woon 2011, 
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528 Qth Avenue West in Calgary. 

MR. PATTILLO: How long has it been in 
existence? 

MR. LEE: Since 1947. 

MR. PATTILLO: Where is it carrying on 
operations? 

Mn, LER; hPramarity in Alberta, 

MR, PATTILLO: Does it carry on any opera- 
tions in Saskatchewan? 

MR. LEE: Yes, it does. 

MR. PATTILLO: How many wells has it in 
the aggregate that are capable of production? 

MR. LEE: Held net working interests are 
81 o11 wells and 24 gas wells. I haven't here the 
figure for the net equivalent wholly-owned wells. 

MR. PATTILLO: Have you any figures as to 
its economic allowables? 

MR. LEE: No. That would apply.) of course, 
to each individual field and each individual well in 
which it has its interests. 

MR, PATTILLO: But you don't know what the 
sum aggregate is? 

ih tee No, sir, ladon, 

MR. PATTILLO: Are the directors of this 
company all Canadians or are any of them other than 
Canadians? 

MR. LEE: No, there are other than Canadians, 
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MR. PATTILLO: Are they in the control of 


the Board? 


MR. LEE: That I would not be able to answer 


without specific reference to the shareholders'! 
list of that particular company. 

MR. PATTILLO: I am interested in the Board 
of Directors for the moment. How many directors 
are, Chere? 

MR. LEE: There are. ten directors. 

MR. PATTILLO: How many of them are not 
Canadians? 

MR, OSE: All E can) say BSicaa aereani& 
of looking at the list of directors and their 
addresses, sir. I don't know their specific nation- 
ality, of course, but, £ notice here That meresare 
five out of ten directors have addresses in the 
United States. 

MR. PATTILLO: What part of the United 
States? 

MR. LEE: Four are from Tulsa and one from 
Houston, Texas. 

MR. PATTILLO: Do you know anything about 
the share control of this company and where it lies? 

MR. LEB: No, cir. Oh, 1 have here, yes, 
there are some figures here. The total number of 
shares issued are 3,346,900;the shares held in 
Canada are 1,338,800; the number of Canadian share- 


holders is 39%. The number of shares held outside 
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Canada is 2,008,100; the number of foreign share- 
holders is 61%. 

MR, PATTILLO: And do you know whether or 
not in that 61% any substantial block of shares is 
owned by a company in the United States that is 
engaged in the oil business in that company? 

Mie. GUBRs (Nos.sS2f.0l doO.not. Know that. 

MR. PATTILLO: Will you get me that informa- 
tion, please? I also want to know. if it is a fact 
that; @ company engaged in the oil business in the 
United States is a substantial shareholder, whether 
or not that company is a member of any association 
connected with the oil and gas business in the 
United States that has been making representations 
to Washington as to the importation of oil into the 
United States. 


MR. LEE: Very good, sir. 
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MR, PATPILUO: The next company is Canpet 
Exploration Limited. Where are its head offices? 

MR. LEE: Its head office is at 720 Seventh 
Avenue West, in Calgary. 

Dito rrr LisisOs How long has it been in 
business? 

MR. LEE: oix years, in Canada. 

Vi. PALL LUEO: Is it a Canadian company? 

MR. “DEE: No, I would say that it was, for 
the most part, owned by English interests. Do you 
want the details of that, sir? 

Ming eb adOs Would you tell me whether it 
is incorporated in England and carrying on business 
here wncer Itcensey 

MR, LEE: No, “Lt VS incorporated in Canada. 

MRE PATTILLO: But the shareholdings are 
largely English and we will come to that later. 

When was it incorporated in Canada? 

MR. LEE: TL think there Is a represenvative 
of it here. Shall I refer that question to him, sir? 

MR, CULLINGHAM: LOD Ceo. 

MA, PAPTELLO: Now, where is Canpet Ex- 
ploration carrying on operations in Canada? 

MR, LEE: Its operations are primarily in 
Alberta but it also has interests in Saskatchewan. 

MR, PATTILLO: Can you tell me how many 
wells it has that are capable of production? 


MR. UEE: May I also refer thaty---— oh, I 
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have tt Nerey excuse me, Ae has “leven producing 
wells in Saskatchewan and 24 in Alberta. 

MAS CRA TTIULOE Can you give me any infor- 
mation regarding its economic allowables? 

Mie GEE New rSsin, w tcanet wi thoun speci — 
fic reference to the particular fields. 

MR, PATTILLO: Will you get me that infor- 
mation, please? 

MR. LEE: Yes ,teaany? iwi de, 

MR, PATTILLO: Are Pieresnirecvors (O.. cis 
company other than Canadians? 

MR, LEE: Yes, Sir. 

MR, PATTILLO: How many does the Board of 
Directors consist of? 

MR, LEE: May I: -refter that™'questiom ‘tor Mr. 
Cullingham again, please, sir? 

MR. CULLINGHAM: There are eight, sir, of 


which one, Mr. Chambers, is a Canadian. 


MR. tPA TPILDO: Bight directors, “Of whic one 


LovemCanadianMand the other seven =-- 

MR. CULLINGHAM: Four English and three 
Americans. 

MR. PATEILLO: pour Engiven, "three= amerd — 
cans and ones. Mei.Chambers, a ‘solicitor, a Canadian: 

Where does the share control of this com- 
pany lie? 

MR, LEE: It lies in the United Kingdom, 
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MR. FATTILLO; Has any affiliated or associa- 
ted company of this company operations in the Middle 
East or Venezuela or in the United States, in the oil 
business? 

MR. * LER: Yes, Si eh eenass 

MRL ATT IELO: Where? 

MR, DEE: Venezuela. 

MRS =P A Os is (any"*ol LUs*produc tiem an 
Venezuela being sold to Canada in the Montreal or Hali- 
fax markets? 

MR. BEES May i refer tharvquestvon,@agcagn, 
to Mr. Cullingham? 

MR. CULLINGHAM: As far as we know, no. We 
market a certain amount of our oil through refineries 
in Venezuela, but we certainly sell none directly to 
Canada. 

MR. PATTILLO: When you are talking about 
selling some of the refineries in Venezuela, do you 
mean refineries in Venezuela that are exporting pro- 
ducts into Canada? 

MR, CULLINGHAM: We have not that informa- 
wLOn, 

MR. PATTIE: Will you°get 10; “please? 

MR, CULLINGHAM: Yes. 

MR, PATTILLO: Mry Cullingham, cansyou veil 
us what the replacement cost of your O11 is, Im Canada? 

MR, CULLINGHAM: Without going into figures 


wi cae office). TL -canst,. sir 
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; Ma PAT eTLLO: I beg your pardon? 
MR, CULLINGHAM: Not at the moment. 
MR. PATTIULOs Will you get me that infor- 


mation, please? 

Now, Colorado Oil and Gas Limited: where is 
tne head office of that company? 

MR, LEE: This is a Delaware company. That 
is not a precise answer to your question. Can [ call 
On Ne. ratrord co reply. an. detail? 

MR. TRAFFORD: The company is incorporated 
in Delaware. It is a wholly-owned subsidiary of Color- 
ado Oil and Gas Corporation of Denver. The local office 
a8 in Caleary. 

MR, PATEIELO: How long has the company been 
in existence? 

MR, TRAFFORD: Colorado Oil and Gas Limited 
has been in existence about 2 1/2 years. 

ME. RAPE ToRC: How long has it been carrying 
on business in Canada? 

MR, TRAFFORD: About 2 1/2 years. 

MR. PATTILEOs How many directors on the 
Board? 

Mes TRARVORD: As I recall, there are six 
directors on the Board. 

MEY PART IELO: Are any of them Canadians? 

MR, TRAFFORD: No. 

MR, PATTILLO: How many producing oil wells 


do you have in Canada? 
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TORONTO, ONTARIO 4079 


MR, TRAFFORD: Colorado Oil and Gas Limited 
has, in round figures, 40 net wells. 

MR, PATTILGEO: Where are they situate? 

In Alberta or Saskatchewan? 

MR, TRAFFORD: DOUns. cat, 

NR, £ALTILLG: Can you give me the break- 
down in provinces? 

MR, TRAFFORD: I am afraid I cannot give you 
that exactly. I would say it is about two-thirds 
Alberta and about one-third Saskatchewan. 

Mi. PATELLEO: Can you tell me what your 
replacement cost is, of o11? 

MR. TRAFFORD: No, Dir arteare © Can"G go 
that. 

NES) PATIL: Will you get that information 
please? 

My TRARBORD:” 2 wid try, “sar. 

MA, PATTELGO: Does the parent company of 
Colorado Oil and Gas Limited belong to any association 
in the United States which has been making represen- 
tations to Washington regarding the importation of oil 
into the United States? 

MR. TRAFFORD: As far as’ r know, fo. 

MRy PAPE LGLO: Where does the parent com- 
pany carry on its operations in the United States? 

MR, TRAFFORD: Colorado Oil and Gas Cor- 
poration carry on refining operations in Wichita, 


Kansas. It carries on producing activities in many 
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ANGUS, STONEHOUSE & CO. LTD. 
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of the midcontinent States, in Texas, Louisiana, 
Colorado itself and maybe a few other places, but 
those are the main.ones. 

ME PA RIEERL Os Thank you very much. 

Consolidated Hast Crest O11 Company Limited: 
where is its head office? 

MA DEE: 735 Eighth Avenue West, Calgary. 

MR, PALPTIGEO: Is it a Canadian company? 

MR. LE: Yess eG lick. 

MR, PATTILLO: When, did it, come nto. exis= 
tence? 

ME. .LER: In 192s. 

Vin, sPATTIELO: How many directors has it on 
its Board? 

MR, LEE: There are.seven directors. 

MR. PATTILIO: Are any of those non-Canadians? 

MS dake: No, sir; they are all Canadians. 

MR, PATTILLO: Where does it carry on its 
operations? 

MR, LEE: Primarily in Alberta, Iu albeo nas 
land interests in British Columbia, Saskatchewan and 
Ontario. 

MRS PATTILLO: Has it any producing wells 
in any part of Canada other than the Province of 
Alberta? 

MR, LEE: No, sir, they are all in Alberta. 

MR, PATTILLO: How many are there? 


MR, LEE: They have interests in 20 oil 
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wells and 2 gas wells. I have not got the net wholly- 
owned wells. 

MR, PATTILLO: Would you get that, please, 
together with your allowables? 

MR, LEE: eo’. 

MR, PATPIELO: Have you any information as 
to the replacement “cost ‘of its o11? 

MR. LEE: Mir, Reg. Price 1s here, “He is 
the president of the company. May I refer that question 
to him? 

MRS -PRICE: General manager, I do not qui te 
understand your question. What do you mean oy replace- 
MenwAcose ‘olythe oll, sir? 

Mie PATIEEBO? What al Ware to eC at, Mie, 
Price, and everybody else, is that in the submission 
anorm nr bevy "s. report, therevare’ repeaved references 
to the low replacement cost of oil in Venezuela and 
in the Middle East. Now, I am going to make inquiries 
as to what knowledge we have of the replacement cost 
of oil in Venezuela and in the Middle East and I want, 
for comparison purposes, also, to get at the replace- 
ment costs in Canada so that we can see what factors 
would have to. be taken into consideration in deter- 
mining whether or not this pipeline is a feasible one. 

MR, PRICE: I will try to get that data 
Tor) yous+sir, 

MR, LEE: Mee PAttillo;*if-Loumient break 


in, I have some overall figures in that regard, if 
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Goey “ere Of anyivalue to you; 

MR. RATTILLO: I intend to come to the over- 
all figures and it may be that, when I get there, they 
will be adequate, but --- 

MR. LEE: Yes. 

MR, PATTILLO: Would the gentleman from the 
Colorado Oil and Gas please stand up for a moment? 

MR. TRAFFORD: Sir? 

Mi. PAD TIEEO: Thank you. Does your parent 
company or your company belong to the United States 
Independent Producers Association? 

MR. TRAFFORD: I believe they do, but I 
would like to check that to be sure. 

MR, PATTILLO: Attell weorrect: tmethinking thar 
it is that Association that has been strenuously oppo- 
sing importeationiof oil sinto the United Staves? 

MR, TRAFFORD: My understanding of the ac- 
Livitles Lsmchatithatets sof butmincannoueoentaks 
try deta . 

MR, PATTILLO: Will you please inquire from 
your parent company and file that infomation with 
the Commission? 

MR. TRAPNORD:- Yesue oir 

MRAcPARTILLO: « Thankegour 

Consolidated Mic Mac Oils Limited: where is 
its head office? 

MR, LEE: Its head office is at 11536 Jas- 


per Avenue, Edmonton. 
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MAG FATTILLO: Is it a Canadian company? 
Mi GEES Yes. Sip, 2 tis, 
MR, PATTILLO: It came into existence when? 
MR, LEE: 1953. 
MR, PATTILLO: How many directors? 
MR, LEE: Eight. 
MR. PATTILLO: Any of them non-Canadians? 
MR. LEE: Wes. 
MR, PATTILLO: How many? 
MR, LEE: pb aharcvey, 
MR. PATTILLO: Where did they come from? 
MR. LEE: Midland, Texas; New York and 


Chicago. 

Ma, PATPILGLO: Do you know where the share 
COncrod Of this company is held? 

MR. LEE: I have some figures here. 

MR PATTILLO: Would you please give them? 

MR, LEE: Yes. The number of shares issued 
is 2,553,058. The number of shares held in Canada is 
1,097,815. The number of Canadian shareholders is 
43 per cent. ‘The number of shares held outside Canada 
ree Pee. 

MR, PATTILLO: Are any of those shares held 
outside Canada held by a company which is engaged in 
the oil business in the United States, the Middle 
East or Venezuela? 


MR. LEE: Without reference to the company, 


————. I would not be able to answer that question. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, DPATTILEO: Would you please get me that 
information? 

MR. LEE: Lowi, 

MR, PATTILLO: Where does this company 
carry on business in Canada? 

MR. LEE: Primarily in Alberta but it also 
has interests in Saskatchewan, 

MR. PATTILLO: How many producing wells has 
it? 

MR, LEE: Would it be in order for me to de- 
fer that question, sir, while somebody just calculates 
this? 

Me. PATTILLO: Thank you. I would like the 
same information regarding this company which I asked 
for in connection with the others. 

Now, may I come to Home Oil Company, Mr. 
Brown, and I believe you did give me the figures, the 
last time you were here, as to the breakdown of share- 
holders of this company and there was a substantial 
majority of Canadians, is that right? 

MR, BROWN, Jr.: That Lsenienv weir. 

MR, PATTILLO: Is there any substantial 
block of shares held by any company --- 

Mi.. BROWN, ‘dirs Yes. sar. 

My SPAT ISL: --- which is engaged in the 
oil business, either in Canada or in the United States 
or in Venezuela or in the Middle East? 


MR. BROWN, Jr.: There are more than 800,000 
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ANGUS, STONEHOUSE & CO. LTD; 
TORONTO, ONTARIO 


"B" class or voting shares in Home Oil owned by United 


Oils Limited, 


ANGUS, STONEHOUSE & CO. LTD. 4ORk6 
TORONTO, ONTARIO 


May PADTELDOS Andis United Oils Limited 
also a Canadian corporation? 

Mintg AeROWNG Rios. Veco Weir, 

MR. PATTILOO: Where is the contro’ of the 
United Oils Limited held? 

MR. BROWN, Jr.: I, personally, own control 
Oi UnecedsOL ke Limited, sii. 

MR. PATTILLO: You own that? 

NM. BROWN, Jf. Yess 

MR. PATTILLO: How long has Home Oil Company 
been engaged in business? 

MR (BROWN). Jr.) Inecrporaved ini 19295, sar, 
Peers eve. 

MA. PATURLLO: [OG Vs carryine on bisiness.in 
tie Province of Aiberta;: is 4% carrying on business 
ivan Or tne Other provances? 

MR, BROWN, Jr.: Bssentially. nme. we have 
miscellaneous land holdings on which there is no 
production both in Saskatchewan and some in the 
Province of Ontario. 

MR. PATTILLO: How many producing wells has 
the company? 

MR. BROWN, Jr.: I came unprepared for the 
question; I am taking the information out of a report. 
Tits Lsanot our own. 


MR. PATTILLO: I would not want anything 


but the most accurate information. 
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MR. BROWN, Jr.: May I appear with it 
tomorrow, sir? 

Mi PALELGLO;’ Thank you. “Can you teri 
me, what is the replacement costs on your company's 
holdings in the Province of Alberta? 

MR. BROWN, Jr.: I would be prepared to 
give a guess on that tomorrow; I would prefer to 
give 10> Ormour finding, costs rather than on oir 
replacement costs. 

MR, PATTILLO: I do not want to compare 
apples with oranges and if Mr. Levy makes statements 
here, maybe he would be the only one that would be 
able to give us the information and he talks about 
replacement costs. 

MR. BROWN,» dr.: Ll oshail endeavour tosger 
an answer, sir. 

MR. PATTILLO: Has Home O11 any subsidiary 
companies carrying on business in any other countries? 

MR. BROWN, Jr.: We have a subsidiary 
called Home O11 of Canada Limited which, together 
with others, owns a certain acreage in the Williston 
Basin in the United States on which there is no 
production. 

MR. PATTILLO: Have they taken any posi- 
tion regarding the importation of oil into that 
country? 

MR. BROWN, Jr.: No, sir. Medallion 


Petroleums Limited; where is the head office of 
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ANGUS, STONEHOUSE & CO. LTD. 4@88 
TORONTO, ONTARIO 


that company? 

Mat. Lbs tne home *oLrricemds at >51o een 
Avenue West in Calgary. 

MR. PATTILLO: Is it a Canadian company? 

ME, be Yess “20. 20s. 

MR. PATTILLO: How many are on the Board of 
Directors? 

MA CHE: Mele. 

MR. PATTILLO: Are any non-Canadian? 

MR “LEE Les. 

MR. PATTILLO: How many? 

Mr. LER? “Four; 

MR, PATTILLO: Where do they live? 

MR. LEE: Two in New York; one in California 
-- [ made a mistake in my previous statement, it is 
not four, it is three who live in the United States. 

MR. PATTILEO: And three live in Canada. 

MR. LEE: Three live in Canada, yes. 

MR. PATTILLO: Do you Know where. vnaeesnare 
COnuso. of this comany Lies? 

MR, LEE: Yes, I have some figures here. 

MR. PATTILLOF SGive them tomme. 

MR. LEE: There are 3,446,895 shares issued. 
There are 1,731,950 shares held in Canada. 

MR. PATTILLO: Leaving how many in the United 
States? 

MR. LEE: Leaving 1,714,945 held outside of 


Canada. 
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MR. PATTILLO: Are any of those shares 
held outside of Canada held by a company engaged in 
the oil business in the United States, Venezuela or 
the Middle East? 

MR. LEE: I would prefer not to answer that 
question in the absence of any representatives of the 
company. 

MR. PATTILLO: You can get me the information? 

Mine LEBs Yes, 

MR. PATTILLO: [ would -aieo Jaye to-know, 27 
the answer turns out to be in the affirmative, whether 
such company, if it is engaged in the business in 
Venezuela or the Middle East is selling anyof its crude 
OL MEOGUCGES CO Cansda: 17 10 2S engavensin the 
United States, if it has taken any position regarding 
tne importation of o11 into the United States and if 
so what the position is. 

MR. LEE: Very well. 

MR. PATTILLO: Merrill Petroleums Limited; 
woere Ta acs head o1rice? 

MR. LEE: Since we formulated this group, 
Merrill Petroleums Iiimited has been taken over by 
Paciiie Petroleums:., 

MR. PATTILLO: Is it now a wholly-owned 
subsidiary of Pacitic Petroleums7? 

MR. LEE: I would prefer not to answer that 
question in the absence of a representative of the 


company. 
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ANGUS, STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO 4¢e96 


MR. PATTILLO: Would you please get that 
information for me? 

MR Gebers Dewi Lk, 

MR. PATTILLOs- Can you tell me where it is 
carrying,.on business; in what province? 

MY. Biss sPeror Coe us ebsorpcvion by Pacific 
Petroleums);limnved the bulk.of Lts production was. in 
Alberta. 

MR. PATTILLO: And how many producing oil 
wells did unt have in. that provinee? 

MR. LEE: I shail have to make inquiries; 

I do not have the figures here. 

MR. PATTILLO: Would you get me the informa- 
tion in connection with all of this inrmgard to that 
company? 

MR aLEW eel ewili do that. 

MR. PATTILLO: Are you sure of the informa- 
tion in connection with the other companies that appear 
in the brief or have you the information I was seeking 
in connection with Okalta Oils, Westburne Oil Company 
Ltd. and Western Decalta Petroleum Limited. 

MR pcb think = have most of Wri here. 

MR PAPTILLO: Then we will “carry sons. You 
can start with Okalta Oils, Limited. 

MR. LEE: Okalta, the number of shares 
issued, 3,569,731; shares held in Canada, 2,967,216 
leaving the number of shares held outside of Canada 


as 602,515. 
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ANGUS, STONEHOUSE & CO. LTD. Heol 
TORONTO, ONTARIO 


MR. PATTIULLO: How many directors are there? 


MR. LEE: There are nine directors. 


MR. PATTILLO: Are any of them non-Canadians? 

ME. LES: Yes, one. 

MR. PATTILLO: Where does he live? 

MA. LEE: London, England. 

MR. PATTILLO: Was this company carrying 
On business in all the provinces or just Alberta? 

MR. LEE: Primarily in Alberta and second- 
arily in Saskatchewan. 

Mi. PATTILLO: How many producing wells has 
it- and if you can break it down into provinces, do so? 

MR. LEE: [ do not have that information here, 
Sars Willi nave Co pive ac, to you au ma. laver dare: 

MR. PATTILLO: Have you any further informa- 
tion regarding those companies about which [I have not 
yet asked? 

MR. LEE: Would you phrase that a little 
diffecentiy, please, sir’? 

MR. PATTILLO: Perhaps that was a little 
shortened; I mean along the lines of the questions 
tT have been asking. 

MR. LEE: We will get the information 
under the same categories that you requested for the 
other companies. 

MR. PATTILLO: Westburne Oi1 Company Ltd.; 
is that a company that is carrying on business in 


southern Saskatchewan that appeared before us in Regina? 
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head office? 


MR. 


Montreal. 


MR. 


in the west? 


MR. 


ANGUS, STONEHOUSE & CO. LTD. Loge 
TORONTO, ONTARIO 


ThEs NO. Sir, 16 has’ no connection. 


PATTILLO: Where is this company's 


LEE: 550 Sherbrooke Street West, 


PATTILLO: Was it carrying on business 


Tr St tot 


LEE: About equally divided as between 


Alberta and Saskatchewan. 


MR, 


MR. 


MR. 


PATTILLO: How many producing wells? 
LEE: It has 27.23 net petroleum wells. 


PATTILLO: Approximately ssquadiy divided 


between the two provinces? 


MR. 


LEE: Approximately equally divided. 


. PATTILLO: How many directors has it? 


hike | Nine. 

PATTILLO: Are any of them non-Canadians? 
Begs One. 

PATTILLO: Where does mie Jive, 

LEB: London, England. 


PATELELO: Do you know anything 


about this company; whether it has any affiliated 


or associated 
in Venezuela, 
MR. 


MR. 


companies engaged in the oil business 
the Middle East or the United States? 
LEE: I know thatthey do not. 

PATTILLO: You know that they do not? 


LEE: That is right, do nov. 


. PATTILLO: Western Decalta Petroleum 
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ANGUS, STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO 409 5 


Limited; where is its head office? 

MARLEE POS = bth Street West, Caleary. 

MR. PATTILLO: Is it a Canadian company? 

VA sis Vee, io aS, 

MR. PATTILLO: Was it carrying on business 
in Canada? 

My. Lao PrimarLtiy in Alberta. 

Me PATTILLO: “How ‘fone hae at been an 
existence? 

MR. LEE: Since 1947. 

MR. PATTI“ LO: How many producing wells 
has it? 

MR. LEE: 91 net petroleum wells. 

MR PATTELDOY “How many directors has’ it? 

Mi. LEE? Nine. 

MR. PATTILLO: Are any non-Canadians? 

MR. LEE: There is one non-Canadian. 

We. OPATTILEO: Where does hewlive? 

MAY GEE 8 "He “Lives in eChaicaco, 

MR. PATTILEO: Where is the share control 
Or “tine company: * 1s 2tianside or outside of Canada? 

MR. LEE: May ~L answer that a littie 
diffrerenciy, covee accurate: Dd mildion of the Poval 
issue is held in the United Kingdom; the total amount 
of shares issued, 4,239,190. The number of shares held 
in Canada and this includes the 1 million although 
they are held in Canada they are actually held by a 


group in England, 2,923,085 and the number of shares 
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held outside of Canada 1,315,305. 

MR, PATTILLO: Do you know whether any of 
the shareholders are companies that are engaged in 
the oil business in the Middle East, Venezuela or 
the United States? 

MR. LEE: -No, sir, they are not. 

MR. -PATTILEO: Now; L-amonot going >to 
ask you to give me some information regarding the 
other companies supporting your brief, but I would 
like to know in respect of each of them if they are 
associated or affiliated with any company in the 
United States, Venezuela or the Middle East which is 
either selling crude oil products to Canada or has 
taken a position regarding the importation of oil 
into the United States. You told me, Mr. Lee, you 
had some general figures. Can you give me the 
average replacement costs of oil for these companies? 

MR. LEE: No, I cannot for these particular 
companies. I was referring to some bulk figures for 
original areas such as Venezuela itself, the United 
States and so on. 

MR. PATTILLO: Perhaps you would give us 


the information you have. 
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MR. LEE: These figures were taken from a 
bulletin issued. by J.S. Herold Incorporated. It sis 
entitled "Petroleum Outlook", and the figures were pub- 
lished in March of this year. For the Middle East he 
quotes a finding cost figure of .005 dollars per barrel; 
for Venezuela he quotes a figure of .14 dollars a 
barrel; for Canada he quotes a figure of .95 dollars 
per barrel, and for the United States he quotes a figure 


of 1.12 dollars per barrel. 


-~--A short recess. 


THE DEPUTY CHATRMANS “Mx, Pavollio, witl you 
carry on? 

MR, PATTILLO: Thank you, Mr. Chairman. 

Now, can we get a little definition of this 
thing? What is, in your language, this "finding cost" 
to which you have been referring? What do you say 
that is? 

MR. LEE: May I start by making a correc- 
Ghon,.dir. Pattillo? In referring to those wilgures 
just now I called them finding cost. .I recollect now 
that they were finding and development cost. Now 
may I go ahead and answer your question? 

MRS PABR SLO: Yes. 

MR, LEE: A finding cost, as I understand 
it, is strictly the cost of the exploring for oil. 


MR, PATTILIO: Yes. 


——— MR. LEE: That could include land acquisition 
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geophysics, geology amd the initial test well. If it 
Had to. pe Gwo -test wells, to find “the “oilfield, then 


whatever number was necessary to find the field. Now, 


development, on the other hand, is the actual develop- 
Ine COBG OTe Pel: 

Mie PAT Pare LOs Once the original discovery 
has been made? 

MR, LEE: Wess 

MR, PATTILLO: So when you combine the find- 
ing and development you are then talking about the 
original exploration cost and the subsequent develop- 
ment cost? 

Ms GEE? That. LS "COrrect, es. rs 

MR, PATTILLO: Now, what do you understand 
Mr. Levy was saying when he was talking about replace- 
ment cost? 

MR, LEE: I would like that question to be 
put to Mr. Levy, and I feel in that case we would be 
in a much better position to make a comparison of 
PIEULeS. 

MR, PATTILLO: Now, Mr. Brown, you have 
been in this business in Alberta for a good many 
years, and I would just like to build this up a bit 
historically. Prior to the construction of the 
Interprovincial pipeline, which was begun, I think, 
in 1949, what were the markets for Alberta Only 


MR. BROWN, Jr.: Prior to Interprovincial 


- ——| the markets, as I remember them, were essentially in 
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Phe, Province of Alberta, 

MR, PATTILLO: And then pro rationing came 
into being before the Interprovincial pipeline or 
after the Interprovincial pipeline? 

MR. BROWN, Jr.: My memory would be that pro 
rationing would come into effect prior to completion 
of Interprovincial., I don't recall whether it was in 
effect at the time Interprovincial construction started. 
We can get those figures for you. 

MR, PATTILLO: Were they in any way linked 
with one another, pro rationing and the construction 
of the Interprovincial pipeline? 

MR. BROWN, Jr.: I am not sure if I under- 
stand your question. If Interprovincial had not been 
built or its equivalent we would have had very severe 
pro rationing in Albenta. 

MR, PATTILLO: You would have had very severe 
pro rationing? 

MR. BROWN, Jr.: Yes. 

MR, PATTILLO: Because before Interprovin- 
cial came you had no market at all outside the Pro- 
vince, and that would be limited to a very few barrels 
per day? 

MR, BROWN: Yes, that dg correct. One 
addition to that might be the barrels that were truck- 
ed out of, .the Province, 

Mi PAT UEC: What is the purpose of pro 


rationing as you understand it in your experience 
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in the oil business? 

MR. BROWN, Jr.: I believe, ssir, that pro 
rationing is an attempt to have all of the wells within 
the Provanee share in proportion to their ability to 
produce, in proportion to the reserves which exist in 
the fields in which the wells are located equitably 
in the available market, 

MR, PATTILLO: DOES Wy result in there being 
far less activity in the marketing branch of the produ- 
cing company than would otherwise be the case? 

MR, BROWN, Jr.: I cannot answer a question 
relating to marketing. We are not in marketing. 

MA, PATTILLO: You are marketing in crude. 

MR, BROWN, Jr.: Yes, Is that your question? 

MR, PATTILLO: Yes. 

MR. BROWN’ Jr.: Would you please re-state 
your question? 

MR. PATTILLO: Would the Reporter please 
repeat the question? 

THE REPORTER: "Does it result in there 
being far less activity in the marketing branch of 
the producing company than would otherwise be the 
case?" 

MR. BROWN, Jr.: Yes, ' Sir. 

MR, PATTILLO: And outside of Interpro- 
vincial Pipeline and Trans Mountain there are no 
other oil outlets except what may be trucked out of 


the Province; is’ that correct? 
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MR. BROWN, Jr.: I believe that is a correct 
statement, sir. 

MED PALL LbLO: Did independent companies 
have anything whatever to do with the incorporation and 
establishment of the Interprovincial Pipeline? 

Mie baOWwN, dv.: Lt would think not, 

Mi. PATTILLO: Did they have anything to do 
with the establishment and financing of Trans Mountain? 

MR. BROWN: J. With your permission I 
will answer your question by taking a minute to suggest 
that there were independents who were competing with 
Trans Mountain in the diesire to build a pipeline to 
the West Coast. 

MR, PATTILLO: You mean you were seeking to 
get an Act passed permitting you to --- 

MR. BROWN, gre: No, an Act had been passed 
incorporating a company. We were seeking to obtain 
the necessary throughput contracts which would make 
possible the financing of a pipeline to the West Coast. 

MR, PATTILGO: Throughput in the United 
States? 

MR, BROWN, Jr.: Throughput in Canada es- 
sentially. There were discussions relative to 
American companies, but the emphasis was on the Canad- 
ian companies. 

MR. PATTILLO: fna what Canadian companies 
would there at that time be who were approached by 


the independents of whom you, apparently, were one? 
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MR, BROWN, Jr.: There were discussions, I 
think, sir, with the major companies coreerned in the 
Vancouver area, concerned to the extent of having re- 
fineries there and the Imperial. 

MR, PATTILLO: And the Imperial Standard of 
Caltiformia whrough i Lis subsidiary in B.A. O11? 

MA. BROWNS d i: And I can't remember whether 
Shell had a small refinery or not. 

ME TPATLILLOs Now, following the construc- 
tion of the Trans Mountain pipeline in 1953 when you 
had the two pipelines in existence, has your company 
ever sought to make a long-term contract either by it- 
self or with the group companies with any refinery on 
the other end of the line? 

ME. OBROWN, ite: May I consult Mr. McDermid 
for a moment, sir? Essentially, sir, the contracts 
which my company has are short-term contracts with the 
possible exception of life of well contracts in the 
Turner Valley field. 

MR. UPATTILGO: I am speaking of contracts 
with refiners who have taken off Trans Mountain or 
Interprovincial line. Have you sought to make con- 
tracts with them? 

MR. BROWN, Jr.: On a long-term basis, no, 
sir, we have not. 

MARY PATTIELO: Now, in connection with 
Trans Mountain, there has been a substantial drop 


in the amount of oil that has been going through that 
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line. Since that has occurred has anybody on behalf 
of your company sought to make any arrangement with 

any of the refiners on the west coast of the United 
States, elther short-term or long-term, to ship supplies 
to them? 

MR, BROWN, Jr.: NOw Sirs 

MR. PATTILLO: Have you or anybody on behalf 
of your company approached the Trans Mountain officers 
or directors to see what was being done by any of them 
to increase the throughput on the line? 

MB, SROWN, or.: NOG .Sar. 

MR, PATTILLO: To your knowledge has any 
producer in Alberta made any attempt to increase the 
throughput over the Trans Mountain line to the United 
States and the West Coast? 

MR. CROWN, Jr.: NObevuha cs Imo. Of, sar. 

MR, PATTILLO: Would it be correct to say 
that the policy that is being followed by the produ- 
cing companies, the independent producing companies, 
is simply sitting back and selling the oil that is 
requested? 

MR, BROWN, Jr.: Essentially I feel that 
the independents are in the position that they parti- 
cipate in selling oil that is requested. However, 

I think I should add this, that the United States 
import policy with respect to the West Coast put a 
ceiling on the amount of oil that could be shipped 


in from Alberta to that area or from Canada, which 
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is, if my memory is correct, 64,000 barrels per day, 
which this month we are sending approximately 28,000. 

MR PATTIGLOs Isn't the ceiling the one 
that restricts the total number of imports regardless 
of the source, and if they saw fit, if the price and 
everything else was right, they could take all of 
their allowable imports from Canada? 

MR. BROWN, Jdr.: That 1s. correct,, sir, 

MR... PATTILLOs “And am I correct in thinking 
that ever since the import has been put in, even if 
you were looking at it as solely a restriction from 
the source, there hasn't been a bid for anything like 
the amount that is permitted to go in from Canada? 

MR. BROWN, or .8 Diet wee correct, sir. 

MR -PARTELLO: Have you made any inquiries, 
assuming that Trans Mountain could operate its line to 
capacity, as to what it would cost, allowing for a 
fair rate of return, to ship oil to the Canadian borde 

MR. BROWN, Jr.: Yes, sir, we have those 
figures, we have made those studies. 

MR i PATTIELO: And did you find it was 
something over 20¢? 

MR. BROWN, Jr.: That it would cost -- 
excuse me a moment. Our studies indicated a pipe- 
line tariff of 25¢ per barrel with a throughput of 
200,000 barrels per day. 

MR, PATTILLO: And that would allow them 


a reasonable return on the investment? 
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Mi.) BROWN sar: MES aus te. 

MR, PATTILLO: Am I correct in thinking 
that at the present pripeline price of oil in Alberta, 
if you could operate the line at capacity, the price 
that you could put oil into the western United States 
would be substantially below the present posted price 
of Venezuela oil laid down in that territory? 

MR. BROWN, Jr.: It would be below, sir, 
INPEOUB ODLNLON, 

MR, PATTILLO: And would it also be below 
the price of Mid-East oil? 

MR. BROWN, Jr.-: Yes, sir. There are con- 
ditions, sir, that I think must be mentioned, whether 
you use a USMC minus 45 and minus 30. 

MR, PATTILLO: Yes, I appreciate that, and 
I was going to ask you about that. When you use this 
phrase "USMC" you are talking about the tanker tariff 
rates published in the United States? 

MR, «BROWN, offs? . YeS. 

MR. PATTILLO: And when you say minus 35 
or minus 45, that is the per cent return for long- 
term contracts or spot shipments? 

MR, BROWN, Jr.: That is correct, sir. 

MR. aBATTILLO: Now, have you made any study | 
to know how many of the tanker shipments that are 
going into the western United States are long-term 
and how many are spot shipments? 


MR, BROWN, Jr.: I believe, sir, this Ls 
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covered in the Levy Report. If you give me a minute 


we may find a reference to it. 


MR, PATTILLO: Yes. “Ll must say thar 
there is, I have missed it. 

MR, LEE: Would the Reporter repeat the 
question? 

THE REPORTER: "Now, have you made any study 
to know how many of the tanker shipments that are going 
into the western United States are long-term and how 
many are spot shipments?" 

Mit. ABROWN aude § Liam snrormed;, sir, 20 is 
not in the Levy Report and therefore we have not made a 
specific, study. 

Mk. (BATT EGEO: Have you made any inquiries 
as to how much it would cost to ship Alberta oil from 
Vancouver by tanker through the Panama Canal to Montrea 
or Portland? 

MR. BROWN, Jr.: No, sir, we have not. 

MR, PATTILLO: Have you made any inquiries 
to find out how much it would cost to ship by tanker 
from the Head of the Lakes to Montreal? 

Mrs. BROWN, “Jt: Yes, sir, we have. 

MR =P ABT ELLOs And what did you find that 
that would cost? 

MR. BROWN, Jr.: I will have to produce 
those figures, sir; I haven't them in my mind at the 
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MRS PATTERLOn: Thank’ yout Do “you know of 
any producer in the Province of Alberta who has made 
any attempt, in the last year, to sell any of his oil 
on either short-term or long-term contracts to re- 
finers in California or in the State of Washington? 

Mie DROWNS oe. : = Tdotnous, siejenos 

MR. PATTILLO: Have you ever asked Standard 
Oil of California why they cut down the quantities 
they were taking from Trans Mountain Pipe Lines, when 
they were carrying on business in the Pravince of | 
Alberta? 


MR. BROWN, Jr.: I have not asked them the 


question, sir, no. 

MR. PATTILLO: Have you made inquiries from 
anybody as to not only the source of the oil that is 
presently being imported into the State of California 
but whether it is owner-shipped oil? 

MR. BROWN, Jr.: The specific answer to 
your question is “no”. The purpose of the Levy Report 
was to obtain a professional opinion with respect to 
the West Coast marketing situation. We do not feel 
that the main factor is necessarily price in the type 
of oil which is used in any given market, and the 
point which I believe Walter Levy tried to establish 
in his report is that the singlemost important factor 
is the commercial preference of the user of the oil 
to use wholly-owned oil that he might have in Indonesia, 


Venezuela or the Middle East. 
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For example, I am informed that the 
Shell Oil Company are using their Anacortes refinery 
oil from the four corners of the United States; 
whether by substitution or otherwise I am not sure, 
bus L can Bindithatiout for yow. 

Mis PATTIOLO: |}; Duwish you would. What I 
was going to ask you, Mr. Brown, and developing from 
what you have just said: is prorationing in Alberta, 
where the owner-shipper cannot ship exclusively his 
own Oil, in any way, in your opinion, accounting for 
the decided drop in the market for Alberta oil? 

Mie BROWN; Jrs:, IGOpmotwahinkwit Bsa 
Math. fa lor ,aSse, 

MR. PATTILLO: Do you think it would have 
anything to do with it? 

MR. BROWN, Jr.: I would doubt it very much. 
The reserves of Alberta are so very small, to begin 
with, compared with those which have been developed 
in the Middle East and Venezuela that I could not 
imagine it would be a serious factor. 

MR. PATTILLO: Now, let us move on to the 
Middle West. Have you, or anybody on behalf of your 
company, made any attempt, in the last three years, 
to enter into short-term or long-term contracts with 
the refiners in the Middle West area of the United 
States? 

MR. BROWN,Jr.: No,sir. 


MR. PATTILLO: Have you made any inquiries 
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as to whether or not they might be interested in 
entering into a contract? 

MR. BROWN, Jr.: Not specific inquiries, 
Sir. We have made an economic study of the area, 

MR. PATTILLO: Do you know of any producer 
that has made any such inquiry? 

MR. BROWN, Jr.: Not that I am aware of, Pe 

MA. PATTELEO: Am Decorrect in, thinking 
that it might be possible to put oil from Alberta 
into the Middle West market at prices below the 
prices posted in the Guif and Texas? 

MR. BROWN, Jr.: We believe there are 
compelling reasons which make us come to the con- 
clusion that that is not possible. 

MR. PATTILLO: Now, would you please tell 
me whatthose compelling reasons are? 

MR. BROWN, Jr.: The primary one is that 
we enjoy for Canadian oil a local advantage in the 
Middle West in the St. Paul and Minneapolis area, 
where a refinery was established for the primary 
purpose of using Saskatchewan crude and where there 
was no ready access to domestic U. S. oil. If we 
move south from that area, we are confronted with 
the main stream of supply of oil within the United 
States economy. In other words, the area is well- 
serviced with large diameter pipelines, and the only 
way, currently, that we can penetrate that market, 


having in mind that we would have to pay duty on 
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our oil, would, in our opinion, come about only as a 
resuiv ot price reduction; which; in turnjpwould set 
Ori “aychain-reaction, invalloprobabLliityyiafr thesamount 
of oil was sizable. 

MR, PATTILLO: Have you made any inquiries 
as to who owns and operates these refineries in the 
mid-west area? 

MR. BROWN, Jr.: “Specifically, I have not. 
Mr. Levy did that, sir, in his report, 

MR. PATTILLO: And he will be able to give 
us that information? 

MRS EROWNG Se, sO esha Suis 

MR. PATTILLO: So you do not know whether 
they are integrated companies that have their own 
oil, which they can ship in there, regardless of the 
posted prices? 

MR. BROWN, Jr.: I would think that that 
is a fair assumption to make, sir. 

MR. PATTILLO: What I am getting at is 
this: Assuming you have a finding price ice oil 
in the United States, an average of 20¢ more than 
the Canadian average finding price, and you have to 
bring your oil from the southern part of the United 
States up to the mid-west area as opposed to taking 
it from Alberta to the same area, I am puzzled as 
to why you would not be in a position to compete and, 
at least, make inquiries to find out why you could 


not. 
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MR, BROWN, Jr.: I think the first answer 
to your question is that there is a ceiling on the 


amount of oil that can be imported into that area. 


My memory is that, currently that ceiling is down to 
64,000 or 68,000 barrels a day. Now, I do not think 
that price is always the deciding factor in the 
decision which is made with regard to what oil is 
going to be used in any given territory. The best 
illustration of that, I believe, is the United States 
o11 import policy which, currently, is on a voluntary 
basis. If you carry the figures through further and 
take 4¢ a barrel finding cost in the Middle East, you 
get to ridiculous extremes. I think that, from the 
United States! point of view, they are determined, 

at some level, to protect their domestic industry. 

One of the contentions we make in our brief 
is that we have reached, in Canada, a point where, in 
our judgment, we are operating at a level less than 
the average of producers in the United States, and it 
becomes a matter of protection in this country. Firstly, 
do we want a domestic oil industry? If we do want a 
domestic oil industry, then we should, in our judgment, 
again, support it at a level which protects necessary 
incentive to carry on. 

MR. PATTILLO: I do not think anybody would 
disagree with you that we want a domestic oil industry 
and that we also would want to give it every help that 


we can; but I do think you would agree we have to 
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inquire to see what the facts are, to the best of 
Guna dLLLcy. 

MRR onOWNS dr. el Yes, sir. 

MR. PATTILLO: One of the things which 
puzzles me, quite frankly, is that if you can put 
oil into Sarnia, at a competitive price, why cannot 
you put it into Detroit? 

MR. BROWN, Jr.: I am quite sure, sir -- 
we have not a detailed study of it, but I am quite 
sure that we could, under different circumstances, 
reach both the Detroit and Toledo markets. Under 
current conditions there is no provision in the 
U. S. import policy to permit our Canadian oil into 
that area. 

MR. PATTILLO: Don't they have the same 
provision as the West, that a certain number of 
barrels are permitted to be imported there; the 
source is not designated? Do you know whether that 
area is importing oil from any source? 

MR. BROWN, Jr.: Would you give me a 
minute, sir? I might be able to answer your question. 

MR. PATTILLO: Right. 

MR. COMMISSIONER HOWLAND: Mr. Brown, is 
there not a tariff involved in those two circumstances? 

MR. BROWN, Jr.: There is a tariff on any 
Canadian oil into the United States, sir. 

MR. COMMISSIONER HOWLAND: Counsel was 


asking why, if you got to Sarnia, you could not get 
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to Detroit. Would that be a factor? 

MR. BROWN, Jr.: The tariff would not 
necessarily prohibit it, sir. 

MR, COMMISSIONER HOWLAND: But it could 
affect it? 

MR. BROWN, Jr.: It could affect it, yes, 
sir. 

Sir, I have the information with respect 
to Districts 1 toms. which tee aliethe United: States 
except the northwest, but I have not got 4 break- 
down by districts and I would be pleased to try to 
obtain that for you. 

MR. PATTILLO: Thank you very much. 

Now, have you any information, Mr. Brown, 
or have you made any inquiries as to the tankers that 
are coming to Portland or to Montreal with Venezuelan 
oil, whether they are working under long-term 
charters or whether there are some of them that 
are spot, and what percentage of each there is? 

MRD BROWN, Cdr: ae cannot @ivesyous,per= 
centages, sir. The studies that are incorporated 
in the Levy Report -- and, again, this is a question 
that he could much better answer -- would seem to 
indicate that there are very few spot charter arrange- 
ments. 

MR. PATTILLO: Have you made any inquiries 
as to what proportion of the Venezuelan oil presently 


coming into Montreal markets is owner-shipped and, 
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when I say owner-shipped, I mean by the company that 
actually owns or from one of its associated or 
affiliated companies? 

MR. BROWN, Jr.: We have endeavoured to 
get that precise information and have been unable 
to do so; Sir. 

MR. PATTILLO: Perhaps we will have better 
luck here. 

MR. BROWN, Jdr.t, Yes,isir. 

MR, PATTILLO: Do you know anything about 
the mid-west oil that is coming into the Montreal 
market and what percentage of it is owner-shipped, 
"owner-shipped" being defined in the same way? 

MR. BROWN, Jr.: You mean Middle East oil? 

MR. PATTILLO: Middle East oil. 

MR. BROWN, Jr.: No, sir, I have not a 
precise answer. 

MR, PATTILLO: Just before we adjourn, becaus 
I see it is just about adjournment time, I would like 
you to ponder over this question overnight and give 
me the answer in the morning: don't you think that 
the independent producer at the present time is 
confronted with the same problems in seeking to go 
into the Montreal market as he is in seeking to go 
into the United States mid-west market or the United 
States western coast market? 

MR. BROWN, Jr.: I do not think so, SLC: 
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tomorrow, I will prepare an answer. 


THE DEPUTY CHAIRMAN: We will adjourn 
until tomorrow morning and please do not forget that 
it will be in the Palliser Hotel. 

MR. PATTILLO: That is in the ballroom; 
as you come into the main door to the hotel, you 
turn to the right. 

MR. BROWN, Jr.: And the time, sir? 

MER PATULELOs rence telock, 

THE DEPUTY CHAIRMAN: Ten o'clock. 
---Whereupon the hearing adjourned, at 4.25 p.m., 


until 16.00 a.m., Wednesday, April 30, 1958, 
in the Palliser Hotel, Calgary. 
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Wednesday, 
April 30, 1958 
---On resuming at 10.00 a.m. 
---The Chairman was not present. 
---Mr. Commissioner Ladner was not present. 


---Mr. Commissioner Levesque was in the chair. 


THE DEPUTY CHATRMAN: Gentlemen, we will 
now resume our hearing. We will probably have the 
pleasure of having the Chairman, Mr. Borden, with 
erate oo or t1 15, Mn, (facture, 

MR. PATTILLO: Did any of you gentlemen 
have the opportunity to get the answers to any of 
the questions which I asked yesterday and which 
remained unanswered? 

MR. McDERMID: In connection with the 
questions you asked about the separate companies, 
we did get out a questionaire which I gave Mr. 
Patterson and we propose to circulate that question- 
aire among all the companies represented in this 
presentation and have asked if we covered all the 
questions you asked. There were two other questions 
you asked Mr. Brown. 

MR, PATTILLO: Before we start the day's 
proceedings, would you give the answers to those 


questions now? 
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MR, BROWN, Jr.: Yes, Last evening before 
we adjourned, you asked me this question, namely: 
"Don't you think the independent producer at ° the 
present time is confronted with the same problem in 
seeking to go into the Montreal market as he is in 
seeking to go into the United States mid-west market 
or the United States western coast market?" I replied, 
WI do not think so.” With your permission, sir, I 
would like to give you my views on this subject: 

I think the problems of selling oi1 in Montreal and 
the U.S.A. are identical with reference to commercial 
preference of the purchasing company. There is, how- 
ever, one extremely important difference and that 
relates to the national interest of Canada and 
government policy. Canada can make decisions as to 
using its own oil supplies without depending upon a 
third party or another country. Even if we get a 
U.S. market, we can never be sure that it is a 
secure market, whereas we can be sure of Canadian 
markets. 

MR. PATTILLO: Before I ask you further 
questions along that subject, would you deal with 
the other question that you have that remains un- 
answered? 

MR, BROWN, Jr.: In your course of question-= 
ing you asked me if Home Oil, or any of the companies 


that I represent, had made any effort to try and sell 


-_______|| additional quantities of oil to the refiners in the 
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Pacific Northwest, the Middle West or Detroit or 
Toledo. 

In order to answer this question I believe it 
is necessary to put on the record a definition of the 
mechanics involved in selling a barrel of oil in 
Alberta, 

Crude oil is produced in the Province of 
Alberta under regulations contained in the Oil and 
Gas Conservation Act and the manner of determining the 
monthly provincial allowable is set forth in Part 4, 
Section=30.0f the Act; 

Crude oil contracts are made by producers 
with crude oil purchasing companies, Senet 
refining companies. These contracts are usually made 
with a thirty-day cancellation clause. 

The refiners who wish to obtain Alberta 
crude nominate for oil at monthly hearings held by 
the Oil and Gas Conservation Board. This total oil 
nomination is then divided among the pools in the 
Province in the form of a pool allowable. Generally 
speaking, with the possible exception of major 
quality differential problems, each well in the 
Province then gets its share of the pool allowable. 

A producer is not allowed to sell to a 
refiner any oil over and above the allowable granted 
to his wells. 

MR. PATTILLO: Do you agree with me that 


policy amounts to simply this: that the whole 
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selling initiative of the producer has been taken 
away and removed. 

MiveonOuNs Jt .2 .l. do not, think solat 
all, sir, otherwise we would not be endeavouring 
to reach the Montreal market. 

MR. PATTICLO: Let me put it this way: 
up to the present time, except for this recent 
campaign to go into the Montreal market, what has 
any Alberta producer of oil done since the pro- 
rationing came into the Province of Alberta that is 
pushing the sale of o11? 

Mi... BROWN, 227. i. Si oh think your ques =< 
tion should be answered in two parts: A major chore 
of work with respect to finding a market for Alberta 
oil has been undertaken by the Imperial Oil Company. 
As far as the independent producers are concerned, 

I do not think there has been, other than the one 
effort with respect to putting a pipeline to the 
Pacific Coast, that there has been any specific effort 
made to extend markets that I know of, 

MR, PATTILLO: Coming to the Montreal 
market, if the refiners that are now carrying on 
business in the Montreal area did take Canadian 
crude rather than the crude which they are now using, 
would that, in your opinion, result in a financial 
loss to any one of them? 


MR, BROWN, Jr.: In my opinion, it would 


—————|| not, sir. 
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MR. SrATTILGEOs Would it result in a fin- 
ancial loss to any of their associated companies? 
MR.BROWN, Jr.:That,sir, I would not have 
an opinion on. May I expand the answer to the 
first question to this extent: our presentation has 
always been intended and has stated that Canadian 
oil would have to reach the Montreal market on a 
competitive basis and, therefore, at the same prices 
for the same quality of oil so I do not see where any 
refinery could sustain a financial loss. 

MR, PATTILLO: Would there be any capital 
expenditure involved in adjusting the refineries to 
use the Canadian crude as opposed to the present crudes? 

MR. BROWN, Jr.: The study which we gave 
with respect to the use of Canadian oil and the 
Montreal refineries did not indicate any major require- 
ment for changing refineries. However, I think each 
refinery would have to answer that question for itself. 
Our Opinion did) hot, invany case, Gavolvera nag oc 
outlay. 

MR. PATTILLO: If you move Canadian crude 
into Montreal, as you contemplate, without any govern- 
ment assistance in the form of a quota or embargo and 
if what Mr, Levy says in his report as to the advan- 
tage Of owner-shipper*oil is correct, do vou 
not think that in no time at all crude oil would be 
flowing into the Maritime refineries and reach the 


Montreal market under that at which Canaditan- crude 
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would possibly be refined at. 

MR. BROWN, Jr.: In answering that question, 
sir, I think that, as I have stated today either 
directly or implied, in my judgment a quota would 
De necessary and in’ that event I do not think that 
the problem exists. 

MR. PATTILLO: At the present time the 
Imperial Oil Company has a refinery in Halifax with 
a capacity of 357000 barrelsra dayland Irving Ol 
Company is in the process of completing one in New 
Brunswick which will have, I think, a larger capacity, 
from what I have read. Now, if you put quotas on 
foreign oil going into Montreal and your pipeline, 
and your pipeline only, went as far as Montreal you 
certainly would not be able to put quotas on foreign 
oil going into the Maritimes. 

MR, BROWN, Jr.: Certainly, put on a 
different quota. 

MR, PATTILLO: If you put a quota on the oil 
going into the Maritimes, would you not, in short 
order, be requiring the Maritime consumer to be paying 
much more for his oil than he now is? 

MR, BROWN, Jr.: The quota in the Maritime 
should be such as to supply the capacity of the 
refineries, I think what you are thinking is that 
the refineries would double their capacity because of 
the foreign crude and you are making the assumption 


that foreign crude could be bought at a much cheaper 
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price. We are not suggesting at any time the 
Maritime refineries be affected. 

The other answer is, you put a ceiling on 
the amount of produce going into the Montreal markets 
whether from the United States by tanker shipment or 
from foreign countries and, if necessary, include the 
Maritime provinces. 

MR, PATTILLO: At the present time the Irving 
O11 Company is already putting its products into the 
Province of Quebec, 

MR, “BROWN, JUpet. 08 Sarde purras cer iines not 
a limitation, not a restriction to prevent any market 
from being served. 

MARYS PATTIEGOS" What. 2 have difficulty in 
understanding is the difference between a ceiling and 
a limitation; do they not amount to the same thing? 

MRY BROWN, OUPy Sen Probablyveheyrd6,; sir, yes. 

MR. PATTILLO: Now, in investigating this 
Montreal market, have you given any consideration to 
what it would cost to complete an extension from the 
present Interprovincial Pipe Line at some point on 
its route into Montreal. 

MR, BROWN, Jr.: The Interprovincial, I 
understand,sir, have presented a brief in which they 
have dealt with that subject. We have certainly looked 
at, LG, 

MR. PATTILLO: What did you find out in your 


looking at it from this point of view: first of aks 
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would you be able to get the oil to Montreal quicker 
if you had an extension put on the Interprovincial 
PLpelzne Oratnier than, build ‘this entire: new Tine? 

MR. BROWN, Jr.: We would be able to get 
some oil to Montreal quicker but we are of the 
opinion that it would be more eostly to transport 
oil through an expanded Interprovincial system ean 
would be the case with a new large diameter line 
running from Western Canada to Montreal. 

MR, PATTILLO: Have you given any con- 
sideration to the location of the present Inter- 
provincial pipeline in the vicinity of Port Credit 
in relation to the products line bringing products 
from Montreal to Toronto, 

MeO BROWN mr er Ness sir, 

MR. PATTILLO: What did you find was the 
distance in miles between those two lines? 

MR, BROWN, Jr.: Approximately 300 miles, 
Sar 

MR. PATTILLO: 300 miles is the closest 
line from Port Credit Interprovincial pipeline 
and the products pipeline running from the products 
pipeline to Toronto. 

MR. BROWN, Jr.: Ian sorry, sir, I thought 
you said the distance from Port Credit. 

MR. PATTILLO: Oh, no, I know that dis- 


tance. Iwas wondering if you did any search. 
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You do know there is a products pipeline 
running from Montreal to Toronto from which, I under- 
stand, approximately 60,000 barrels are delivered every 
day? 

Mi. (BROWN, “Jr: “Ll "know the @line fisinr, 

MR. PATTILLO: I was wondering if you inquired 
into the distance between the two lines; the probable 
cost of connecting the two and the feasibility of 
connecting the two so that you would be running crude 
over the present products pipeline into Montreal. 

MR. BROWN, Jew? “L°chnink the "distance from 
Port Credit to’tie into the line Gs not ofpany sig- 
Hnatircanee’s” * itis JUSt a question Of *cosu. 

MR. PATTILLO: In other words, you have not 
really looked at that matter at all? 

MRO BROWN «Jr.<c° NOt Ta detaraiw sar, 

MAR.” PATTLLUO:” If thes Montreal aaneyas 
projected by you and these other companies in this 
brief, was or did become a reality, am I correct in 
thinking that the earliest date it could become a 
reality would be at the end of 1959? 

MEO BROWN, “Ure. Ves, simi crs ound ai = 
depending on when the decision was made -- if construc- 
tion could commence this season, it could be done by the 
end of 1959, otherwise, it would be into 1960. 

MR. PATTILLO: But the problem that the 
producers are presently facing is one that first developed 


last, July and is’ on them right now; is chat correcy: 
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Mh. SROWN, “Jr, s-° Theteis correct, sir, 

MR. PATTILLO: Now, in trying to look for 
a solution of the problem of the producer, did you or 
your associate companies or those who are associated 
With you tm unis prier, “at any time give any thought 
to approaching the refining companies who are operat- 
ing in the Montreal area and. saying, in effect, to 
them, "We have more oil than we know what to do with 
and our allowables are down; we have got to increase 
our sales and we will be pressing to have an oil 
pipeline to Montreal and will keep pressing for one 
unless you people give some immediate help to us in 
placing our oil in the mid-west of the United States 
or on the western coast." Have you ever approached 
the problem from that point of view? 

MR, BROWN, Jr.: We have approached it, sir, 
from the Montreal project point of view in this manner: 
we feel, after having completed our other studies, that 
the cost of transporting oil through Interprovincial 
plus a relatively small amount of market you would 
obtain by reversing the flow of products line and 
costs related to transporting through the products 
line, it was not in range with what could be done by 
building a completely new line and transporting several 
times as much oil even if we have to wait an extra 


year to do it. 
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MR. PATTILLO: That isn't really what I was 
driving at at all, Mr. Brown, ‘t the present time 
Trans Mountain has a line with a capacity of more 
than 200,000 barrels per day and it is only shipping 
in tne, Vieinivty of 1005000 barrels per day, tan't it? 

MR, BROWN, Jr.: I understand that is so, 
YES» 

MR. PATTILLO: And Interprovincial line 
is not being used at the present time to capacity 
eltner,) ie it? 

MR. BROWN, Jr.: It has some extra capa- 
CUUY, Bais 

MR, PATTILLO: What I was suggesting - has 
any thought been given to approaching the refiners 
in Montreal, who you say are presently acquiring 
crude from their associated companies in foreign 
markets, and saying to them, if you are going to 
continue to do this to the detriment of we pro- 
ducers in Alberta you will have to get your assoc- 
iated companies in the United States and the refiner- 
ies to increase the quantities they are taking so 
that we will be able to fill the Trans Mountain line 
to capacity and the Interprovincial to capacity? 
Have you made any such approach as that? 

MR. BROWN, Jr.: Yes, in the theory of it, 
sir, but you have an import quota in the Pacific 
West Coast of 64,000 barrels per day, and if, in 


addition, you had all of the 64, O00 barrels per day, 


ent: , 


* a sites 
wo woe 

sont 26, sitengwe sate enh r ast Atatgo mis ae 
7 : wf \ 


ane 6 hae ylne et a4 baa yep AeG alenoey 08..008 acl 


ean’ on 


Sh Ghat wae 94 asenih- iauhais de to eres arid a 


ae a aes 3%. SOS yr 2. 


on et ced bieteteine T +h, WORE - 7 
ne . 489% 

antl Letsnivowyresoal bo i: QMRPTAG 
* tLosase o¢ ants doer aqid $8 hav. gnisd, yon al 
cdi et :tadi£e § 


’ 


ree TKS SCG ABH aT ay tt. -AWOR AM 


»TLG3.¥I Lo. 


| ess gn itassnve ese, didi. OLEEPTAT, AM 


nent hex ott aatcipaoiqas oF nevig Meee $ ciguod. VIB 


ge) hipaa yianeesty “ge poy orn. Lsettniom nf 


‘awetevo?t «i secopamos bedaioogge aLeny. motl -sbutrd 


| 
t 
b | axe voK Vk sot Wegniyse brs. , 6s stem 


« % J a P ad f 5 ee nm, * 7 ‘hy 
tq ow By duomlasteb, abd of aint oo oF SAATNOS 


&. _ oe 


“20888 Toy Jeg O%. Sy $f ) Lick OY ‘iasuseta ai eyesoud 
-ventiet ony bae agsevé ved int att ob. sogasgmoo-petsd 
q# gntdes on8 ward. eons Hinawp est coemeront | ot sat | 

gu1i metas ansxt aig Littl ot. atds ed [Liw sw vend? 


buts pegs) oft Letonivoreyetnt ong pas witoegee or 


a 


Oso Sk OMe Baw eben Moy .oveH 


yroord, sit wt yeeY “ke JAVORE AM 


i yy : ee 


ofiise® es a! atoup, Itoh, ne-oven upy dud yte8 
ay) a , 
GE git wwe «eh Wag siaqured: I> RO ‘La: sae sasw yf 


dopa: 
See 


i : ane ii oy “* . 
Oe @eq sisittsd COO .H0 ody) ta ifs. age HOR ie 


* 


> —— ST re 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


4125 


you wouldn't take more than Trans Mountain to full 
eapacity with 200,000. 

MR. PATTILLO: As I understand in the 
evidence that Trans Mountain gave, the import quotas 
for the West Coast are considerably more than 
64,000 barrels per day and that they are more than 
the amount you can ship if you had the line to 
full capacity. 

MA, BROWN, Jr,: Sir, 1. don't. appear to 
have our report with me with regard to District 5, 
My understanding was that there was a quota of 
ba COC lavallaple Canadian oil in Distrier 5; 

MR, PATTILLO: That is not the understand- 
ing I had received from Trans Mountain, bout I wish 
you would look into that. But let me put it like 
this. As IT understand it, in your opinion, because 
of the droop in Alberta sales of crude, there is an 
immediate problem confronting the producers of oil 
in Alberta. 

Mey, BROWN, ora: Rie. 

MR. PATTILLO: Now, then, we are looking 
for the solution to that problem, if there is a 
solution. You offer as one of the solutions a pipe- 
line to Montreal. You agree with me that at the very 
earliest that line could not be in operation until 
the end of 1959. Now, I am putting it to you, have 
you considered whether that is the best solution for 


the producers in Alberta and have you considered any 
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other solution? 

Pe oROWN; Pes, Yes,.sits elethinkeMr, 

Lee pointed out in his report that the most logical, 
most economical market available to Canadian oil was 
that of Pacific Northwest and California. Now, our 
concern about that market at the present time is that 
we believe, in the light of the experiences of re- 
cent months, that it is now and will continue to be 
an insecure market because of United States import 
policy because of potential development of oil re- 
serves in Alaska. We feel that it is equally econ- 
omic in the light of our pipeline studies to go into 
Montreal which could be made a secure market. 

MR. PATTILLO: Mr. Brown, on the prelim- 
inary figures of Dutton-Williams, this pipeline to 
Montreal is going to cost at least 400 million dollars. 
Now, would you agree with me that if you can find a 
solution which would be immmediate and would not re- 
quire any further expenditure of money, it would be 
preferable? 

MR. BROWN, Jr.: Yes, sir, I agree with 
that, if it were also permanent, or reasonably per- 
manent. 

MR, PATTILLO: If it were reasonably per- 
manent? 

MR, BROWN: al? 3. Lesie 

MR, PATTILLO: Now, do you agree that if 


you got the refiners on the Pacific Coast taking 
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erude, Canadian crude, and adjusting their refin- 
eries for that, so long as the price was competi- 
tive it would be probably that you would be able to 
continue to hold the market? 

MAgeSROWN, (dr.2°- Now, 4sir; Le«would not 
agree with that. 

MR. PATTILLO: Would you agree that you 
could probably hold the market if you continually 
had the threat over the associated companies that 
if you didn't holdvit you would fill,»the pipeline 
to Montreal? 

MR, BROWN, Jr.: Are we not in that posi- 
tion at the moment? 

MR, PATTILLO: That is just exactly what 
Tiwant to find,out. Is. that the,position we are in? 

MReeBROWN; dress , Ip den! t) think. so. 

MR.PATTILLO: . Are you in, effeet, saying to 
these people that if you don't find us markets we 
are going to build to Montreal? 

MR. BROWN, Jr.: There is one addition to 
that. We are not certain our markets can be confined 
to the Pacifie Northwest and California and our best 
action would be to supply all our Canadian markets 
with Canadian oil. 

MR, PATTILLO: I understand that Shell in 
California has a daily capacity of 165,000 barrels 
and it has a refinery in the State of Washington and 


Puget Sound area - I have forgotten what the capacity 
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Dekoratiac, .Ghink te 2s in” the VICINLGY OL 
50,000 barrels. Have you or anybody made any 
approach to Shell as an operator of a refinery 
in the Montreal area with a capacity of 60,000 
barrels and said to it, if you don't give us some 
business in the California refinery of your assoc- 
lated company, we are certainly coming in here to 
Montreal and we are going to ask the government 
to LTOrce you to take 10? 

MR. BROWN, Jr.: I have not had such a 
discussion. 

MR. PATTILLO: Now, Standard of California 
has a large refinery in the California market with 
&@ capacity, I think, almost as great as that of 
Shell, and they have another large refinery in the 
Puget Sound area and they are carrying on business 
right here in the Province of Alberta in the pro- 
ducing field and they are also, through a subsidiary, 
carrying on business in British Columbia. Have you 
ever approached that company and said, "that we con- 
sidered that this was it; if you think this oil is 
not enough, to come in and help us to sell the oil"? 

MR, BROWN, Jr.: I have not personally 
approached Shell on the subject. I have made speeches 
on the subject, and I am interested in recalling that 
California Standard, one of their officers, published 
a paper favouring the Montreal market more than a 


year ago. 
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MR. PATTILLO: It would certainly take 
WOU ort His beck Jf they did that... wouldn! t 1¢? 
What I am puzzled about is this. As you explained 
it yesterday, the price to be paid to the Canadian 
producer by the Montreal refiner for Canadian crude 
would be based on the price at Sarnia which is in 
turn based on the mid-continent price in the United 
States and there would merely be the cost of trans- 
portation deducted, and that is how the thing would 
be worked; is that correct? 

MA. DROWN, 209.2 DL delteve “that 3s Se ear 
statement, yes. 

MR, PATTILLO: Now, Mr. Brown, would you 
tell me, if you are going to develop a national oil 
policy and make Canada self-sufficient in oil and 
put on embargoes so that no foreign oil can come into 
the country or only limited quantities can come in, 
why should any attention be paid to what the price 
Of oi) 18 in any other country? Why shouldn’¢ 10 
be based on your cost of finding ana developing and 
lifting plus a reasonable market? 

MR, BROWN, Jr.: That is a question, sir, 
that I think a much more experienced person than I 
ean answer. I would recommend that we put a question 
Of that sort to Walter Levy. 

MR, PATTILLO: Now, do you envisage in 
your Montreal scheme not only a quota on ¢erude or 


an embargo on crude but a quota on products? 
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MR. BROWN, Ur.: o¥es, ssibr: 

MR. PATTILLO: Now, what sort of quota do 
you envisage? - a flexible one, related to a per- 
centage of the market, or what? 

MR. BROWN, Jr.: The basic requirements 
in our suggested solution to get a pipeline into 
Montreal require minimum oil of 200,000 barrels 
per day in 1960 and building up to something more 
than 300,000 barrels a day in 1965, and that 
suggests about 80% of the total market which is 
supplied by crude oil from Montreal refiners at 
the present time. Now, that assumes that the same 
amount of products would be coming in in 1960 as 
would normally be coming in. I think our attention 
should be directed to increasing the amount of 
markets than can be supplied by Canadian oil and 
reducing product import as we go along, and that 
therefore suggests the necessity of flexible arrange- 


ment with certain minimums. 
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MR. PATTILLO: Well, what I am getting at 
now is: as I understand it now, the price that the 
Canadian consumer needs to have to pay for the finish- 
ed product is largely governed by the cost of importa- 
tion from another country. Is, that.correct? 

MR. SSROWN, JP. I believe that is correct, 
Bars 

Mie PATTI LLOs Ifyou, limitsthe quantity 
ofeother: products that you can bring in, then do you 
not remove that safeguard so far as the Canadian con- 
sumer is concerned, and the inevitable result will 
be that the Canadian consumer is going to have to pay 
more for the products? 

MRen BROWN ,wd rc I would suggest the oppo- 
site. The Canadian consumer would be inclined to get 
hédswproduct) for. Llesssmoney. As matters stand now, 
there is a tax on product import into Montreal of 
18% and the price of the product in the area, as I 
understand it, is based on product import. The 
crude oil goes into Montreal duty free. If we put 
Alberta oil into the Montreal market at a price such 
that divdsecompetitive with duty free foreign o1t, 
my quick opinion would be that the product price to 
the consumer would be less, rather than more. 

MR. PATTILLO: Well, it has been my ex- 
perience that whenever you have not got some com- 
petition or threat of competition that everybody 


"buys for the leastest” and “sells for the mostest". 
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MMe DROWN. Jen joilneithe phidosophy of 4it5 
Pathog Bevess with, yous sir, I think competition 
is a good thing. I do not suggest elimination of 
imports but a ceiling on them and the gradual re- 
duction of product import; at no time the elimination 
Of0d. th 

Mii. PATEILLO: Now, have you read the 
Speeches made at the annual meeting and, I think, some- 
Where else, of Mr. Harold Gray, the president of 
Canadian Oil, when he was offering a solution to the 
present lack of markets for Canadian crude? 

MR. BROWN, aires ¢ I read the newspaper 
accounts, Sir, and I think, generally, I have. an im- 
pression of what he was suggesting. 

Mae IPATEILLO? As I understand it, what 
he was saying was that you had to build up refineries 
along the lines that existed and gradually spread 
out your markets, something like a glacier would 
gradually spread out. Is that right? 

MR. BROWN, Jr.: My interpretation of what 
he said might be a bit different than that, but I 
Will acceptnthat.. 

MR. PATTILLO: Have you given any thought 
to that, Mr. Brown, as to whether that might offer 
a solution just as quickly as the proposed pipeline 
tosMontreah? 

MR. BROWN, Jr.: Yes, I certainly have 


given thought to it, sir, and I do not think it 
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offers any solution of importance at all in the short 
run, say, in the next 5 years. 

MR, PATTILLO: Have you and your associa- 
ted producer companies who are not in the integrated 
business given any consideration to yourselves going 
into the integrated business and building additional 
Helinertes iin the ivwicanity of the Interprovincial 
Pipeline or the Trans Mountain line? 

MR. BROWN, Jr.: I can only speak for Home 
Oil, sir, and we certainly have not at any time -- 
at least, we have considered it and at no time are we 
interested in becoming refiners. 

Moc PATIILLO: Mr. Brown, from your ex- 
perience in the oil business, do you think that the 
pro’ rationing policy in existence in the State of 
Texas in the United States has any effect whatever on 
Tieimoriapiice of oll? 

MR. BROWN, Jr.: TL do not feel that. [ am 
competent to answer the question, sir. 

Me PAT SILO: Have you anybody in your 
group --- 

MAOUBROWN 5 dx 58 tT would thinker... bevy 
would be prepared to express an opinion. 

MR PATTI: From your experience as a 
producer, what do you say is the maximum pay-out time 
that a company can afford to operate under and get 


efficient results? 


MR: BROWN, wre: ToAam sure, simjeimear thar 
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oiseere When every company. =F think we all have 
different opinions with respect to it. 

I think that is a factor when we are going 
to auctions, why some people buy land and other people 
don't. We relate their opinion with respect to pay- 
out and how long they can keep their money tied up. 

If you desire me to answer the question from Home Oil, 
i witl be glad to do so privately, I would be glad to 
do it that way, because I think that is a factor in 
making decisions with respect to auction. 

My. PATTILLO: Now, Mr. Brown, I am going 
to ask CALS question. If you consider it unfair, you 
need not answer it. 

Of this group of companies that are here with 
you, would you agree that,-other than your company, 
Home Oil, all of these companies had come into being, 
insofar as Canada is concerned, since the Leduc dis- 
covery in 1947? 

MR. BROWN, Jr.: L think Ghere ere mMoeere x- 
ceptions, sir. Okalta, I remember, back in the early 
days of the Turner Valley development. In fact, if I 
guess 1b correctly, it would go back to prior vo 1920; 
probably 1915 or 1914. 

— think the majority are related) to the re- 
cent oil development since Leduc in 1947. 

Mn PATTY Li GGe Now, this is my question: 
can you tell me anything, from your knowledge, that 


any of these companies have done to contribute to the 
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marketing of Canadian crude in Canada? 

MEG OWN, ol ss I do not have enough 
personal knowledge of their operations, sir, to express 
an opinion. 

Meee) LG LO' If the pipeline was built 
to Montreal and Canadian crude reached Montreal, would 
you agree that that would be done on a nationalistic 
policy rather than on an economic policy? 

WRG BROWN 6 dm. NO; (Si, Tink eae 
should be done in the most economic manner possible. 
We Peels an presenting the-concept of a pipeline sic 
Montreal, that we are offering an industry solution, 
and I feel that any pipeline built should have, as its 
backers, preferably all the members of the industry 
or as many as possible of the members of the industry. 

MR. PATTILLO: Well, it cannot be done on 
an economic basis or you would not need an embargo or 
a quota system, would you? 

MR. BROWN, Jr.: I think, sir, that we have 
tried to demonstrate that the quota system is related 
to the commercial preferences of the purchasing com- 
Denies, 2 do not think thab price 1s even wnececcar— 
ily a2 ifactor in. the position with. réspect to wiat oie 
ne Used in any given refinery. 

MR PATTILIO:: Is it your considered opin 
ion that these companies that are operating in Montreal 
today are using foreign crude rather than Canadian 


crude solely because they prefer it? 
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PUN eOWN yr Gs May I answer your ques- 
tion this way, sir: when we found ourselves in 
the straits that we did, more than a year ago, with 
regard to marketing Canadian oil, I think many of us 
for the first time took a really serious look at 
what could be done to market Canadian oil. 

I certainly do not wish to suggest that 
this or of companies I represent are the only ones 
in the industry who have been working on this problem. 
I think that many of us now feel that what was not 
considered to be economic because of lack of knowledge, 
teck-Or Study, We now Lind! taavaie as economic, and 
I do not think we can deal with the past in dealing 
with our present problem. I think we must look at 
what we have learned, a great deal of which I would 
imagine came about as a result of the appearance of 
the Borden noyal Commission. 

Me. PATTILLO? Well, Me. Brown, veally, 
though, is there anything unusual about this problem 
confronting the oil producer in Calgary today? Is it 
not the same problem that is confronting the coal 
operator, that he cannot enter certain markets because 
of transportation on an economic level with companies 
in the United States, who have their coal much closer 
to the market? 

MR. BROWN, Jr.: Right, except that that is 
not our opinion of the case of the Western producer. 


We can reach the Montreal market in competition with 
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foreign oil. We want to assure ourselves that the 
oil of Western Canada will be used on a competitive 
basis with foreign imported oil. 

Mis PALTT ILO: MY Droplen is) that Lt that 
is so, why do you need an embargo or a quota? 

Mi; BROWN Jr. 3 I have endeavoured to 
answer the question, sir. If we could eet. long-term, 
firm contracts with a minimum of 200,000 barrels a 
day, graduating upwards to 300,000 barrels a day in 
the year 1965, we would not need the quota; we would 
have a project which would be financable, Lf eta s 
Gould be Mone: on a proper basis, we, would nov need it. 

MR. PATTILLO: Would the producers of 
Alberta be willing to enter into such a long-term 
eontract binding their products, in your opinion, to 
that time? 

PIR» BROWN, 2.4 My opinion is that. they 
would, @ir, yes. 

MR. PATTILLO: Your company would be. pre- 
pared to do so? 

Ma DROWNS Jf a3 VOSS (cas. 

MA. PATTIDLO: One of the arguments that 
you have put in support of this thing is that it 
would reduce the trade deficit to Canada. Would it 
not also probably greatly impair trade between Canada 
and Venezuela and between Canada and the sterling 
block? 


MR... BROWN, J2.3 Tam note exactly sures city 
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whether we put the words in there, ‘our U.S. dollar 
trade deficit’, 1’Lf we did not, it was antended.to 
be that way. Therefore, ali that we are concerned 
with in that regard is that Venezuelan oil being paid 
Pom im Miso oiaoilars:, With regard to Venezuela, I 
think that our trade there in the year 1957 amounted 
to approximately $37 million and their trade with us 
in excess of $200 million. We are not suggesting 
taking 100 per cent of the market. if one assumes 
that, in the remaining 20 to 30 per cent, Venezuela 
would still participate, there would still be more 
than enough left to cover the $37 million of sales 


which we make to them. 
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MR. PATTILLO: Me. Brown, have you given 
any thought to this: that is, if you were successful 
in having the refiners in Montreal volunteer to take 
Canadian crude on a quota system or on embargo, that 
their associates in the United States who are pre- 
sently buying Canadian crude might retaliate and dis- 
continue buying and that the net end result would 
not be very many barrels per day. 

Ms BROWNg ras I have considered that, 
sir, and ET have a@ conviction that international oil 
companies to the best of their abilities desire to 
operate in a manner which is in the best interests of 
the company and of the country in which they are 
operating. Ti Ls concelvabse, /asayou suggest, there 
eOuldmpenretaliation buts -imamy opinion, itis notaa 
factor tenber considered. 

MR. PATTILLO: Mr. Brown, you have just 
said something that has me completely puzzled. If 
the refiners, in your opinion, operate in the best 
interests of Canada, is it not possible that they 
could assist in coming up with some other solution 
that would be speedier and just as effective and less 
costly? 

MR. BROWN, Jr.: It might well be that 
they could. We have investigated all the possibili- 
ties and we do not think that they can. We think 


the only secure market for our Canadian oil is the 


Montreal market. 
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MR. PATTILLO: The other thing that gives 
me concern: supposing we put in the Montreal market 
now and you had an immediate outlet starting in 1960 
of 200,000 barrels a day, do you not think the minute 
you commenced completing the line and had the long- 
term contracts, you would have the same fillip to 
exploration and development in Aiberta that you have 
had in the past, and by the time the line was complete 
you would have the same problem that you have today? 

Ni BROWN, Ur. I would be delighted if 
we were that successful in Alberta today. 

Mivy, PATTIGLO: You do not think the problem 
would have the same magnitude? 

Mir BROWNS de. t Not in a 2-year period. 

I think that we are always under pressure as we develop 
reserves and producibility to find markets. iis op 7 s\ene 
suggest in any way the Montreal market is an all-time 
answer to our problem. It certainly would give us a 
boost in the position we are now in, and would permit 
UB GOrpar ticipate in the expansion of onewor Me large 
and most populated areas in Canada, as we are now 

doing in the Toronto area. 

MA, PATTILLO: Mec, Levy makes it very 
clear in his report, as far as he can see, Canada 
does not offer a sufficient market even if you in- 
clude the Montreal market for the production which he 
anticipates is going to occur in Alberta, and we have 


got to get export. That is what is bothering me. 
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If we develop the national policy, such as you are 
suggesting, if it is not timed properly but is 
pushed ahead, may not that speed affect the export 
market which we are some day going to be dependent 
upon? 

Mi. sBROWN » Jr .: NOG EL Ty GOD Om. ksi. 

1 ae at Bl a @ 3 Now, I would like to ask 
some questions, if I may, regarding this proposed 
line, and I assume you would want to have the Dutton- 
Williams people with you? 

MR. BROWN, Jr.: Yes, may I have Mr, 
Williams? 

Pe. BATT LEO: Me. Williams, how long 
have you been in the pipeline-building business? 

MR. WILLIAMS: Since .. was 27. years.old; 

ME, PATTILLO: As I do not know how old 
you are, how long is that? 

MR. WILLIAMS: That makes 20 years, sir. 

MA. PATIELLO: Have you had experience. in 
building pipelines in Canada? 

MR. WILLIAMS: Yes... dite. QU ce SO iiGe 

MR, PATTILLO: And you built part of the 
Interprovincial and Trans Mountain lines? 

MR. WILLIAMS: We did some of the original 
Interprovincial construction and some of the Trans 
Mountain construction, but not a major portion of 


Trans Mountain. 


MR. PATTILLO: Have you done some of Trans- 
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MR. WILLIAMS: We have done a consider- 
able portion of the construction of Trans-Canada 
consisting of four sections, one of which is incom- 
plete. 

MR. PATTILLO: In making a preliminary sur- 
Veyron tiie proposed Tine, Tirst let us get this 
clear: would you agree with me without an actual 
survey on the ground the most you can do is make a 
preliminary survey and your figures may be very 
definitely out? 

MR. WILLIAMS: tL would not think, in the 
light of the rather extensive experience with the 
terrain throughout, and because of previous investi- 
gations and considerable knowledge of the country, 
that there would be much room for error in the con- 
struction estimates, and we have, of course, made 
very accurate estimates of the materials. 

MR. PATTILLO: What would you say would be 
the margin of error? 

MR. WILLIAMS: The margin of error is 
accounted for in a contingency factor in our report. 

MR. PATTILLO: IT know the contractors love 
this. 

MR. WILLIAMS: However, this is stated 
rather plainly in terms of 5 per cent of the construc - 
tion costs. The accuracy of the estimate -- it is 


prepared in the same manner in which we would be 
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prepared to bid on a firm prices. 

fe PALL ELLs How much do you figure -- 
let us assume it is a northern, what I call the all- 
Canadian, the national route; how much per mile would 
it cost, in your opinion, to complete that line? 

MR. WILLIAMS: The average per mile? 

MR. PATTILLO: Yes. 

MR, WILLIAMS: Do you wish the materials 
included? 

MR. PATTILLO; Yes. I got some figures 
from Trans Mountain as to their average cost per mile 
in the 10@-mile extension they built last year, and 
I would be anxious to compare those figures with 
what you are going to give. 

MR. WILLIAMS: I understand. 

MR. PATTILLO: Me. Williams, the Chairman 
has just called my attention to the fact that Mr. 
Borden wants to come down and join us, and we want 
to break sharp on time; would you mind if we break 
now? 

MR. WILLIAMS: No, certainly not. 

THE DEPUTY CHAIRMAN: We will adjourn now 


and we will be back at fifteen minutes after 11.00. 


---A short recess. 
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~--Mr, Borden took’ the Chair at 11:30 a.m: 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. 

Meera tuLlio? 

MR.,FRAWLEY: Mr. Chairman, may I say 
what I am sure everybody is thinking, and that 
is how very, very pleased we are that you are back 
in the Chair and that you will stay with us without 
any fTurcher interruptions. 

THE CHAIRMAN: Thank you very much, Mr. 
Frawley. it is purely a temporary incapacity, 

Me. Pattillo? 

MR. PATTILLO: Thank you, Mr. Chairman. 
Just before the recess I had commenced talking to 
Mr. Williams who is the engineer who has projected 
some figures as to this proposed pipeline. 

Mr, Williams, you were going to look up 
for me what you considered was the cost per mile 
fore tne northern rouve. 

MR. WILLIAMS: The cost per mile for the 
northern route is $158,900., including the contingent 
of construction factor that I already mentioned and 
also includes the cost of easements and engineering 
and all overhead and all costs incident to the con- 
struction of the main line. 

MR, PATTILLO: And what is the cost per 


mile of the southern route? 
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MR. WILLIAMS: The cost per mile of the 
southern route was $140,110. 


MrarrerriLuG:- Now, would this ¢ost thar 


you have @iven us cover land acquisition costs? 

Ma) WLLODDAMS: Yes, sir, they do. 

MehA PIT LEOs “and the: construction: af 
the 30-inch pipeline- what right-of-way? Is it 
a 60-foot right-of-way? 

MR. WILLIAMS: It would be a 60-foot 
right-of-way. 

MR... PATTILLO:» And the line would be’ put 
down - what cover would you have over the top of 
the Line? 

MR. WILLIAMS: The line would have 30 
inchessod cover. 

MA. WEATTIEEO: “And as thatyadequate cover 


in the northern section of Ontario? 


MR. WILLIAMS: We believe that that is 
adequate cover. 

MR. PATTILLO: Does that contemplate ac- 
quiring the steel and the pipe in Canada or in the 
United States or where? 

MR. WILLIAMS: The steel would be acquired 
in Canada to the extent of the capacity of the 
Canadian mills. In view of the time schedule which 
we have anticipated for an immediate program, there 


would be a need for certain imports of steel from 


. 7 the United States and Great Britain. 
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MR, PATTILLO: When you talk about an 
immediate program, when do you contemplate construc- 
tion would start? 

MR. WILLIAMS: We were asked to contem- 
plate an immediate start of construction in order 
to take advantage of the immediate need of the pipe 
line. 

Mites PATTILGO:: You meanvwathini the nex: 
matter of weeks? 

MR, WILLIAMS: We were asked to consider 
ai po-ahead of plans for construction ina matter of 
weeks. 

MR, PATTILLO: ©» How Lone do you -estimate 
from the date of commencement of construction if 
would take Mo, build this line? 

MR. WILLIAMS: If plans we permitted to 
commence as I have mentioned, the construction could 
be completed by the fall of 1959. 

MR, PATTILLO: I understand that, but what 


Iain TOM ne Coliget Var is, LT think at Tsnotevery 


feasible to consider commencement in a matter of weeks. 


I am trying to find out how long it would take you 
from the date you commenced until you finished a line 
of this magnitude. 

MR. WILLIAMS: I was not considering that 
we would be able to break ground in several weeks, I 
merely meant that plans must be permitted to proceed. 


The breaking of ground could not be possible ii guesv | 
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mid-summer, 

Mis AIO? ehirst ror ali. “supposing 
you were given the go-ahead in three weeks, could 
you possibly have your surveys, your plans or the 
approval of route and all the other things, your 
expropriatdions ini order to get ohn the land, all 
accomplished before the middle of the summer? 

MR. WILLIAMS: We had experience of this 
and ‘we’ Tave had some of the late starts of pipeline 
construction in Canada, and we believe it would per- 
mit a start in the middle of this coming summer, and 
that there would be a shortened season this year 
which would have to be accelerated in the following 
season. 

MR, .PATTILLO: Mr. Williams, my experience 
has been that in the building of a new line from the 
time’ Its conceived until you get on the ground for 
the purpose of starting construction is approxim- 
ately a year. Do you know of any pipeline in Canada 
that has had any shorter experience than that, any 
original line? 

MR, WILLIAMS: Yes, we have been able to 
negotiate construction of the Alberta Gas trunk line 
in which we are managers with a notice of less than 
a year; the notice was approximately from the date 
of financing: of the Alberta trunk system in the spring 
of last year. I don't know the exact date, I believe 


it was in about March of last year that we received 
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the go-ahead, and we had our construction arranged. 
The Cremona, pipeline was arranged in a similar 
manner, but we received a go-ahead in May and 
completed the dine in August. 

MR, PATTILLO: You are talking about 
provincialislines that don't require original fin- 
ancing O@ the approval of the Board of Transport 
or the preparation of surveys on the ground before 
the construction of the line is approved, I am 
talking about an inteprovincial line, which this 
would be. Do you know of any where construction 
has commenced earlier than a year from the time of 
the original application .to the Board of Transport 
for approval .of location? 

MR... WILLIAMS: if IT may be permitted to 
correct my previous statement, I was not allowing 
the time for any regulatory hearings or any pro- 
ceedings that might be beyond the construction 
planning. and construction period, I was, considering 
only if construction planning were permitted to 
proceed, 

MR a -PADTTILELO? In thes, estimate you nave 
given us have you made any allowance for the magni- 
tude of the financing problem? 

MR. WILLIAMS:., Yes) sir, we have, 

MR, PATTILLO: How long do you think it 
would take you from the time of the inception of 


the scheme before the financing was arranged? 
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MR. WILLIAMS: We have been given a 
period of time that is beyond the scope of our 
study. 

MR, PATTILLO: What period of time has 
been suggested to you? 

MR, WILLIAMS: If I may say, I would like 
to refer that to Mr. Brown. 

Mi. PATTLOLO: Riehe. | Now, im conneétion 
with this line there would be a great deal of pump- 
ing equipment that would be required. How long do 
you anticipate it would be before that would be 
GEeiivered Of Lie Site? 

MR, WILLIAMS: Some of the pumping equip- 
ment would not be delivered until late in this year. 
However, it would permit the completion of the 
pumping stations in time for the operation of the 
line, 

MR, PATTIELO: Do you think there would 
be no problem about getting all the pumping equip- 
ment that would be needed before you started now 
before the end of 1959? 

MR, WILLIAMS: We have investigated that 
ano sind that ic would be no problem, 

MR. PATTILLO: Now, looking at your short 
report under date April the 14th, 1958, which is 
Exhibit 29-4, on page 2, I-understand your first 
figure all right of construction costs, I ama 


little puzzled about your next figure of line cin ees 
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Who owns the fill on the oil pipeline? 

MR. WILLIAMS: The practice of owning 
PIC et Ose BCOd. deal or variation, in tiie 
case we have wished to take the conservative case 
and thereby not overstate the advantages of this 
line and had assumed that it would be an undue re- 
Guiremenc Of the producers to furnish the bine fi01 
since the line fill is the same as the line, We 
have ametuded the line fill as part of the invest- 
ment of the line. 

MR. PATTILLO: Do you know of any inter- 
provincial pipeline in Canada where the line fill 
belongs to anybody other than the refiners who have 
purchased the oi? 

MA, WILLIAMS: I Go not Know of any, no, 


Sirs 


MR, PATTILLO: Mr. Williams, in making your 


projections, did you make an alternative projection 
of how much it would cost to build a take-off from 
the present interprovincial pipeline at the most 
satisfactory point direct to Montreal? 

MR. WILLIAMS: No, sir; that would be De= 
yond the scope of our report. We were requested to 
find and define the most economic system of trans-~ 
porting these quantities of oil from Alberta to 
Montreal. 

MR. PATTILLO: We are going to be dealing 


after this with the brief of the Interprovincial 


ri 7 - isi... 

bi elas Mees aqiq fie": — 
“i 

atk ib ae oasa aed, se et: 


Si? nt) sactteiasu 1 tad oom a pegs wa 


en SvisemTadaos ect edad od basta tw. oved om 7 : | a 
r 5i A ae 7 


" att ‘ho wegetnswhs, ig stadwevo. or wires bag 4 ; 


=o auboy. 38 90 BISOW 24 + eat bomgnns bad pas 7 
dict ach! ony de fowet of etegeborg. pat Lo Jnsmentip 
ow ,veid ond es ome_eity at ULES gett sont HNL 

(a Aa. ay 7 shige am itt sath nit bebabons pais . 
~2atl eit 40 Snem | 

. 


a eh aie ry WOKEN IO’, mi OE FTOTAT Pein! 


3¢ . ‘ alia we jor = 
i . 


g{2a paRE snd -otemy ebanay 1s saiiegia Lefoatvorg. of 


aves okey esi they see cacit aeto yhodyns be eanoied 


; eito sat hagstoiwd¢ 


a 


Use 7S PRE Ort a ae :SMAT LIT Pe 

ICY “atin at” .eneti li 2M PORE PTAS aM " | 
abl Dah Ore aya homed Lé oe atlem oay BLD anckisebore I 
mor: Tio-etad B Aiind of taos bivow 22 monn won To 


ron sat $e entlodkg, detontvergisink gnegeng srg 


“od, a¢ bitsar teas 1tfa .oA GMAT.RERW 7A 
ot fs @cepe% stom aw i dvvoget tho TO saeo8 sit. baoy 


Etat? bo Mata: sikweonoos Feom orbs ent ab bas batt 
. é | 
de seiodih west Die to ashttifmesy seed Rriivtog: 

‘ 
pont tot 


mrtbewbed, «a gotey oie ew srt Ad Pe 


LE best. tyres a age Sa; tetad efit ASiw 2 ci 
thi 
5 


ae ~ a 4) arn nh reer 


ies SISSON © COT 4151 
Pipe Line Company. They estimate that they can 
build a take-off from their line at a considerable 
lesser cost. You haven't given that any considera- 
CLOn at all? 

MR. WILLIAMS: We have not, within the 
Scope Df Our Study, given that’ consideration. It 
has been given, possibly, some consideration by 
the other members of the group. 

Mia liso. Tne G becall J wish to ask 
you at the moment, Mr. Williams. 

I would like to have Mr. Brown and whoever 
Le eovieine you of the financing of this line, Mr, 
Brown, if he is available. 

Mik. DROWN, Jrit* LT will endeavour to 
answer your questions. I have Mr. Paul Clark sitting 
on my left. 

MR, PATTILLO: Mr, Brown, how-do you. envis- 
age financing this proposed line to Montreal? 

MR. BROWN, Jr.: I am going to ask Mr. 
Clark to answer that question, but before doing so 
and going back to the assignment we gave to Mr.Williams, 
he has explained the position to you that he took, 
and we indicated to him that we have found a means 
of finding preliminary money prior to public financ- 
ing had we been successful in getting a commencement 
in the year 1959 in time to permit construction season 
work, 


MR. PATTILLO: I don't suppose you have had 
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any experience of interprovincial pipelines, from 
the evidence you have already given us, but from 
what has happened in the past, don't you agree with 
me that if you said today that you were going to 
build this pipeline and that you would have no pro- 
blem of throughput it would probably take you a 
minimum of one year before you could have all of 
your plans approved and the lands necessary for the 
right-of-way expropriated? 

MR. BROWN, Jr.: Probably, sir, the time 
necessary for border transport hearings and things 
related to government would take that long. As far 
as the mechanics of finding the money for construc- 
tion, ancluding the acquisition of land, it would 


now be Of That order, 


ar ae 
a mY 


tet _spontioaer sens oh ones pendant 4 - arto OKe 
mom. wud 4 MALOU ES. visors alia a ] 
ey thpieb : chene edit at bensaeft ieee 
ot actos eraw “dey teddy. yshos, ise wow ane 
-otg off Sven Dipow wag oat pris anhtegta aire pin 
& NOY Sxst. YEeCsIORG: mista tt Fugeiguorst; ‘6 wos | | 


ho Ligveverl.6.L50 20x or olech amare ane To mumiritm _ 

, ‘eis! 4 a Ly ewon sib. ets Selo foxes ; bavougas, agstlgq. NOY, ] 
| | thar biqonaxe ySwe to-date 

tt bs --aehdh te ‘eetdedont. +00 ,MVORE - AM, 

trageresd steabyed act wqeensoas 


it: sdleyt Bilvow Jnamnravog Ot: batater. _ 
ae” Oe gr ibnty 46. ap tnadoam: ott 88. | 
) SO rhb si ii ond anibulont ators | 


ye COBO: vers to ad- ton 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


4153 


MR, PATTILLO: Well, I appreciate the 
gequle:v.0n Of Jand, "Onee you get your Pight to 
expropriate, you can fight about that for years, 
as to how much you are going to pay; but you are 
fer) bite Lana, Buc irorder to get your right-of- 
way and have your contractors go on the line, I am 
suggesting it probably takes a minimum of one year 
from the time you start your project until that 
date has been achieved. 

Ma. BROWNS 2r.3 0 | L would think 10 would 
Tou bake tee 2oNe, Slr, DUEL LU 28 AOU a DOLNG OF 
importance, under the circumstances, 

Ma. PATTILEO: Now, will you please teil 
us how you envisage financing this line? 

Wie BROWN, Jrss May I ask Mr. Clark vo 


answer that? 


MR, CLARK: Mr, Pattillo, we have considered 


that first mortgage bonds would be sold privately; 
debentures and common stock would be sold publicly. 

MR. PATTILLO: Where would the first 
mortgage bonds be sold? In the United States? 

MR, CLARK: To the extent they would not 
be sold in Canada, yes. 

MR, PATTILLO: But what quantum? What 
quantum of first mortgage bonds do you contemplate 
and what quantum do you envisage you could sell in 
Canada? 


MR. CLARK: I believe that is subject to 
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determination, I can only say that, in recent 
experience with the Trans-Canada Pipe Lines, about 
$33 million,’ ini round figures, of first mortgage 
bonds were placed in Canada and the balance of 
$125 million, in the aggregate, the balance being 
something under about $92 million were placed in 
the United States, 

Mra Par GES so Mra Ciarks ©? [am Sorry seu 
did not make my question clear. 

According to the figures we have from 
Mr, Williams, an amount of something over $400 million 
would be required. Can you give me the breakdown as 
to how that is going to be obtained? 

MR. CLARK: I am referring to a map which 
disagrees with your map. I think the figures are 
$355 million for the most economic route. 

MR. PATTILLO: That would not be an all- 
Canadian route? 

MRe “CLARK SY ONO pas: 

MR. PATTILLO: Would you agree with me, 
Mr. Clark, having studied this thing, that if you 
are going to move oil from Alberta to Montreal you 


are not moving it there on economic grounds but are 


moving it there on national grounds? 


MR, CLARK: I would not agree with that. 
MR, PATTILLO: You would not agree with 
that. Well, in your experience, do you not know that 


if competition required, probably oil from the Middle 
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Bast and from Venezuela could be brought into 
Montreal at prices much below the prices that 
they are achieving today? 

MR, CLARK: In my experience, I know 
Logue elie ewocomare Subject to fluctuation, and 
to the extent that prices go down or up in any 
given market area as a result of oil from one 
source, generally, any other source serving that 
same area will adjust as well. 

MR, PATTILLO: Well, perhaps let me put 
it’ this way: Do-you*think that if the laws of 
economy were given free rein, the Canadian oil from 
Alberta could compete successfully in the Montreal 
market with oil from Venezuela or the Middle East? 

MR, CLARK: I believe they can,sir, 

MR. PATTILLO: Now, will you please explain 
to us on what you base that opinion? 

MR. CLARK? DT base that on omy*studies of 
the Walter Levy Report, basically. 

MR. PATTILLO: Well, the Levy Report said 
that at the present time the Canadian oil would be 
at a disadvantage in so far as Venezuelan and mid- 
east oil is concerned, taking posted prices. 

MR, CLARK: I realize the Levy Report was 
made before the Dutton-Williams Report was produced, 
but the two in conjunction do not say that. 

MR, PATTILLO: Well, I am looking at 


Exhibit CC-29-5, which is the addendum from Mr. Levy. 
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As I read that report, he says that in the month 
of April, comparing Venezuelan oil laid down at 

Montreal with posted prices in Alberta, there is 
a margin of 70¢ to enable you to transport it to 
Montreal and compete. 

is that correct? 

Mie Cuan Yes. “Sir, 

MR. PATTILLO: And I understood yesterday 
from Mr. Brown that in the first year of operation 
of this pipeline it would cost more than 70¢ to put 
the oil into Montreal. 

LB.vhaLy Piehu? 

MR, CLARK: We are using a figure of 51.8¢ 
as the suggested figure. 

MR,, PATTILLO: Well; isn’t that an average 
fucuve > NMrpeclark,..based on 10: years? operation? 

ME. CLARK: It is a tiecure waren f believe 
was arrived at based on the pipeline being an 
economic enterprise. 

MR, (PATTILLO: But what. f have dLiticuirvy 
in Toliowine.is, this: 

If you get an average price of 51.8¢ for 
the first ten years of operation, that means that 
for a number of years you are going to have a much 
higher price. Now, if you allow the law of economics 
to flow, as long as you have that higher price, how 
are you going to. put oil from Alberta there in 


competition with Venezuela? 
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MR. CLARK : Through growth. 

MR. PATTILLO: Somebody must be picking up 
the tab in the meantime. 

MR. CLARK: I think the pipeline is. 

MR. PATTILLO: The pipeline is going to pick 
up ute tao? 

MR. CLARK: The pipeline will charge 51.8¢, 
even though the charge in the first year or in subsequent 
Veare,; 10° 2 proper charge cto reflect all “costs, might 
be something higher, 

MR. FATTIOLO: “Would you. consider thav you 
would have no difficulty in privately placing these 
bonds with an economic feasibility scheme such as that, 
showing that the pipeline is going to be operating at a 
substantial toss for a number of years? 

MR. CLARK: It does not operate at a sub- 
Sreantigl Loseior 4a Humber of years. 

MR, PATTILLO: Well, have you prepared any 
pro forma statements or anything to assist us in looking 
at this matter? 

MR, CLARK: I have some work sheets which 
indicate that at 51.8¢ the pipeline, and at beginning 
Level of 200,000 barrels a day, the pipeline pays all 
operating costs, depreciation provision at 23% and 
interest charges, an assumed overall rate of 54%. 

MR. PATTILLO: That, of course, is based on 
the southern route? 


MR. CLARK: Yes, sir. 
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MR, PATTILLO: Let us say that we wanted 
an all-Canadian route, at a price of, was it, 54.8¢. 
Have you made any calculation, using that? 

MR, CLARK: I have not, sir. 

MA, FATTIGUO: ~ Let us go. back. nows) sou 
say you would place the first mortgage bonds by 
private placement in Canada to the extent that the 
Canadian market would take it, or in the United 
States. Now, what, in gross, do you contemplate 
would be the amount of first mortgage bonds, using 
your figure that you have of $353 million, which is 
the most economical line? 

MR. CLARK: I don't think the first mortgage 
bonds, in gross, would exceed $200 million, 

MR, PATTILLO: What quantum would you put 
into debentures? 

MR. CLARK: I don't think the debentures 
would exceed $100 million. 

MR, PATTILLO: And that would mean that 
you would have to find $53 million in equity capital? 

Ma ICLDARK Subetantlally correcu, mir. 

MA. PATTILLO: Do you think thet ts feasible, 
based on your experience in financing these lines? 

MR. CLARK? I believe Lt as, sir, given 
proper safeguards. 

MR, PATTILLO: Let.us have the proper 
safeguards. 


MR, CLARK: I think they have to be a 
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long-term assurance, in the form of a contract between 
the pipeline and the refiner, 

Mi, FATT ELLIO Thav Ls 6 tarouciputr 
agreement signed by the refiner and which is, in 
effect, a guarantee of the interest requirements of 
the bonds and debentures? 

MR, COARK: That would be the, erfeccr. i 
Phaink Ll Ment take Ghe form of & payment of a vavirt 
TO Mins Duenvi cles: OF "OL, 

MR, PATTILLO: On a take-or-pay basis? 

PIR, CLARK? Rieht. 1 think, in. addition 
to that, you have to have those minimum quantities 
perpetually and monthly nominated and you would need 
satisfactory assurance at the producing end that 
once those nominations are made, the oil would be 
aveariable- Tor the ‘Line. 

MR. PATTILLO: So you would need a set-up 
something similar to the Trans-Canada set-up, in that 
you would have to have the producers signed up to 
cuarantee deliveries, and the refiners set up to 
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MR. CLARK: I do not think you can take 
anything -like an oil line and say it is similar to 
a gas Jine in those respects. 

Meer ATT LILOs I could not agree with you 
more, but this one seems to be something like that. 

MR, CLARK: No, because I had not envisaged 
the pipeline buying oil from the producers at one 
end and selling the oi1, as such, to the refiners at 
the other end. I have visions of the pipeline being 
assured of a contract on a take-or-pay basis on a tariff. 

MR. PATTILLO: I suggest to you that really 
boils down to this: refiners have, in effect, agreed 
to pay the interest on the mortgage debt. 

MR. CLARK: Yess Sars 

MieyPrATTILEOs What do the producers do? 

MR. CLARK: In Alberta I believe it works 
this way: this is my understanding and, probably, 
any number of people here are more qualified to 
answer this question than I am -- the nominations go 
to the Conservation Board and that Board, in turn, 
pro? navestithe: olds that is to go out for the ensuing 
month amongst the various producers. 

May PATTILLO: Would) it be fairl to say 
on your proposed financing of this line, the burden 
of making the thing a financial success would fall 
entirely on the refiners? 

MR. CLARK: I think it would substantially 


fall on the refiners, but I would not like to be unable 
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to deliver the 250,000 nomination per day of crude 
oil for one month to the refiners just because in 
ther producing area Ttemay be that theirvoll was 
sold somewhere else, to another pipeline. I would 
want that buttoned up. 

ME PATE ELLOS That would be the sole re- 
quirement you would seek coming from the producer? 
He would have to undertake to meet the demand from 
the’ refiner? 

MR. CLARK: thavy 18 correet. 

ME PATTILEO: Do you consider-that. i 
woulda be atv’ ali- feasible to finance this line unless 
the refiners undertook to pay for a throughput 
sufficient to operate the pipeline company and en- 
able it to pay its interest on its bonded indebted- 
ness and provide funds for the sinking fund retire- 
ment allowance? 

fins CLARK: No," I’ dosrot;*noge 1 -aesnet- 

I think that would be the best way to demonstrate 
the feasibility. There may be a better way, but I 
have ™noty considered it. 

MR. PATTILLO: You have not heard of it, 
either’ 

Mr, Chairman, I do not, at this stage, 
propose to ask the company any further questions, but 
I would like to point out this: during your unavoid- 
able absence, in my examination of Mr. Brown, and he 


has co-operated most fully, there were a good many 
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questions he was unable to answer because he did not 
know the answers to them. As you know, we are to 
have what I think somebody calls the “majors” coming 
up following Interprovincial Pipeline, and I propose 
to examine them fully about this proposed pipeline; 
and I would like to ask at this time if Mr. Brown 
gives his undertaking that he will return after they 
have been on the stand so we may clear up many of 
the things that could not be cleared up at this 
Stage. 

THE CHAIRMAN: I am sure Mr. Brown would 
wish to return. 

Mish BROWN, Sree hates ace baa, 

MR. PATTLLLO: I suggest, Me. Chairman, 
because of the procedure that we have been following 
in these sittings, before Mr. Frawley asks the ques- 
tions that he wishes to ask, that the Commission ask 
the questions that they have, because Mr, Frawley 
would not mind. 

MR. COMMISSIONER HOWLAND: Mir.) Browns ues 
seems apparent to me that the general assumption 
underlying your marketing approach is that the com- 
mercial» decisions, as you call it, I think, of the 


integrated oil companies are more vital and more 


strictly economic matters than the determination of 
markets. I wonder whether you can enlarge on that 
for me? 


MR. BROWN, Jr.: Dr. Howland, I think it 
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could be expressed in this way: we have been seeking 
a solution to our marketing problem. We determined, 
as a result of the Levy Report and the work done for 
us by the Dutton-Williams group, that it was, in our 
oOpIn.Lon;y economic ito put Canadian o11 dntoxntheMont-= 
real market. I have made the point that the price 
of oil is not necessarily always the governing factor 
in what oil is used in a given market. I have tried 
vO Vlndcate thatirche reason for ithis bs stha vawhen 
Alberta oil is being considered to supply a refinery, 
the refiner may only own a percentage of the oil that 
would service his requirement; whereas, overseas oil, 
he most probably would own 100 per cent of the oil 


and he would, therefore, have a commercial preference 


to use his wholly-owned lower replacement cost oil 
than to use Aiberta oil of which he may only own a 
portion. 

Does that answer your question, sir? 

MR. COMMISSIONER HOWLAND: I penink 805 in 


part. We have heard this before; as you know, Trans 


Mountain in Victoria was talking about the same type 


of problem. Have you had any direct experience of 
these so-called commercial decisions of the integrated 
oil companies? 

MR. BROWN, Jr.: As part of the producing 
industry, I could speak as having had the experience. 
The best illustration, I think, was during the Suez 


crisis when our oil moved not only into the Pacific 
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Northwest, but also into the San Francisco market. Our 
oil has been competitive with oil from Venezuela in 
San Francisco and the Pacific Northwest for a very 
long time. The only time we were able to sell it in 
that market was during the Suez crisis when other oil 
was not available. In other words, there is a commer- 
cial preference to use the oi1 imported from Indonesia, 
Venezuela, or the Middle East as opposed to using 
Alberta oil. Immediately the Suez crisis was over 
we ceased to send our oil into the San Francisco area 
resord less, ot the * pricing: Factor, 

MR. COMMISSIONER HOWLAND: Li (baa tis (so, 
if the commercial decisions of your integrated com- 
panies is that vital and you feel it is not really pos- 
sible to get the voluntary co-operation of the refinery 
in Montreal, this is the reason you think you must go 
beyond "voluntary"? 

MR.) SBROWN » ihe as that is correct. That is 
why we think we need a quota system. 

MR, COMMISSIONER HOWLAND: ‘Then you go from 
that deduction, if I understand your discussion, to 
an arbitrary decision to force them into participa- 
tion; that is, by the quota method. Have you 
thought of any positive inducements to get them into 
this type of arrangement? 

MR MBROWN 5 sed 2.0 ¢ Wei feel. Sir, chav. tiene 
are no positive inducements we could think of TO 
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national interest to preserve the oil industry or help 
to develop one in Canada. We"feel tie Togicar step 

to take is to follow the plan across in the United 
States of America where they have the so-called 
voluntary system which, apparently, has become a manda- 
tory system. We feel, because of the expenditures 
involved of building a pipeline to Montreal, we must 
start out with a mandatory system and guarantee. 

MR. COMMISSIONER HOWLAND: In my reading of 
your brief and listening to your replies to counsel, 

I have somewhat of a sense -- it may be completely 
wrong, -- that you feel that the introduction of quotas 
in this regard is not a major step in a Canadian commer- 
cial policy. I wonder if you would correct me on 

that impression? 

UR, paOWN, Jew: LT tnink TU" 1s” atmajer sven 
in the interests of Canada, sir, with regard to Canada's 
commercial relationship with Venezuela, if we may take 
that as an example, I-do not consider it to be impor- 
tant, the number of dollars which we pay for imports 
from Venezuela -- you have $37 million that we sell in 
goods to Venezuela. I think Venezuela companies would 
buy their materials at the cheapest price in any mar- 
ket. I do not think we are particularly favoured; 
if we have flour in the West or products that they 
require that are cheaper, they will buy them. I do 
not think we have a preferential. 
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thinking so much, frankly, about Venezuela, but rather 
about the principle of quantitive restriction in trade. 
As you are probably well aware, Canada has had a major 
battle for the last 15, 20 years in entering into the 
European markets with many of her products because 

of this problem of.quantitive: restriction. You are 
now posing a rather major change which reached out 

to Other products which, again, must hit the United 
States, if I understand you correctly, because you 

say there should be a quota on GAT petroleum products. 
loi not trying. to beyuntiriendly to, your proposals 

DU ds.i. JuUSst.as Simoele ascyou are putting 10) to 

us, this question of the quota arrangement? 

MR. BROWN, Jr.: The mechanics of the quota 
arrangement and the relationship agreement and GAT 
and..these things, I am not sufficiently experienced 
in the world of economics to express an opinion. 

MR. COMMISSIONER HOWLAND: I am not trying 
to force you into a statement. You will agree that 
the Commission should have a rather careful look at 
Canada's general economic interests in considering 
your proposal? 

Mie, BROWN, <r. L sHinikt that: Teibaswe: 
our whole case is based on the national interest of 
Canada's economics. 

MR. COMMISSIONER HOWLAND: ‘There are a 
few people here from the Maritimes: I was rather 
interested in what you had to say about original 


application of this quota system, As: I understand 
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it, you said the quota would, in effect, not apply to 
the Maritimes or would be large enough to supply their 
present requirements. 

MR. BROWN, dr. : Yes, sirk 

MA. COMMISSIONER HOWLAND: But not to allow 
much growth, I imagine, and the Maritimes would like to 
see a little growth. 

MR. BROWN, Jr.: Lidelnot think, Desetowland, 
that I answered the question properly. From my point 
of view, the distances involved and the general economic 
picture, we would have no desire to put any restrictions 
on the Maritimes of any .sort. 

MR. COMMISSIONER HOWLAND: You would not mind 
Halifax supplying Montreal? 

Mine eBROWN Ja. ¢ Lf HaiwiaxrcouLd Ge Lotmore 
economically than oil from Aiberta -- but we would have 
a terrific battle if oil were being imported to compete 
with Alberta. .oLl. 

MR. COMMISSIONER HOWLAND: But you would leave 
us alone on commercial decisions? 

MRA BROWN $1: IT think we would have to, 
Re a 

MR. COMMISSIONER HOWLAND: In the discussion 
of the problem of getting the Montreal refineries 
interested in the use of your Western oil, I believe 
you said you had not much idea of the cost which 
would be involved in the necessary technical changes 


to their refineries; is that correct? 
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MR. BROWN, Jr.: We do not believe there 
is any major expenditure involved. However, the re- 
finery companies will, undoubtedly, speak for themselves 
and our studies may not have been adequate. Our pri- 
mary concern was to find out whether or not Alberta oil 
could be used in the refineries and we satisfied our- 
selves 10 could. 

MR. COMMISSIONER HOWLAND: Does Portland- 
Montreal Pipeline come into this at all? Would that be 
filled with the 20 per cent or whatever it is you are 
going to leave alone? 

MR. BROWN, Jr.: It would hardly be filled. 

MR. COMMISSIONER HOWLAND: ‘Then you would hav 
to take into consideration the cost involved to the 
owners of that pipeline in the consideration of the 
Montreal market? 

MR, BROWN, Jr.: We do not think so, sir. 

MR. COMMISSIONER HOWLAND: You do not think 


you would have to? 


MR. BROWN, Jr.: No; I think that is a com- 
mercial venture in which you make a profit or make a 
loss. 

MR. COMMISSIONER HOWLAND: If a national 
decision was taken which involved a loss, do you 
think this would be an ethical approach? 

MR. BROWN, Jr.: I can recall an occasion 


when Mr, Abbott placed an embargo on certain matters 


that bankrupted a company I had, and I do not recall 
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anyone being too concerned about it. In any event, I 
dare say on this point most of the capital invested 
has been recovered, We would not consider it a factor 


in our programme. 


«ant 


7 
. q 
| ae | f 
' 


7 oe I ) ; : ; 
ateae aes ra Ea z steeds: te if rt 


toe 
® 


= Pad 7 


> ABre * qi ; - 
a) a)... 
: oh 

? 


te 4 a 
ae wl pes 02 Sefer ston Ritiqw it a ; 


2 
ANGUS, STONEHOUSE & CO. LTD. 4170 
TORONTO, ONTARIO 


MR. COMMISSIONER HOWLAND: I was very 
interested, Mr. Brown, in some of your replies to 
our counsel regarding the pricing which would come 
about after the quota was applied, assuming it was 
in the Montreal market. It seemed to me, from listen- 
ing to you, that you felt that the market, in fact, 
being a captive market, could be disciplined by the 
mechanism of the market still, despite the fact that 
you were going to cut down on the imports of petroleum 
products and that you were cutting out the competition 
Of foreben crudes.. 

MR. BROWN, 22.3 Reducing, not eliminating. 

MR. COMMISSIONER HOWLAND: And yet in some 
ways you seem to imply that the present refineries 
have a certain amount of ability to absorb some price 
increases such as the cost of converting their re- 
fi Werles.. 

MR. BROWN, Jr.: Lf. there eva cost. 

MR. COMMISSIONER HOWLAND: Well, that is 
right, there must be some cost. They are prepared, 
apparently, they should be prepared to absorb it and 
therefore they must have some capacity to absorb. 

Now, if that is so, then the present competitive 
situation is so that it must allow them a certain 
amount, in fact. Do you believe this? 

MR. BROWN, Jr.: I think the statement I 
made was, as far as I knew, that product pricing plegt 


the Montreal area was based on product import which 
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Garried 4 tax of 184 duty, and assuming that refiner- 
tes 4 Ula area are as elficient, and Lam sure they 
are, @5 tne Petineries in the northeastern part or 
the United States or wherever the products come from, 
I would think there is some modest margin. 

MR. COMMISSIONER HOWLAND: Well, if you 
have the cost influence of market factor and almost 
creating a monopoly situation of getting an oil pipe- 
line under some sort of Government protection, does 
tnis Rotysugeest a probiem-of reeculation and, 12 so, 
18\ the 011 andgustry now prepared to think in terms or 
regulation? 

Mts BROWN, Jf 3% I can only speak for the 
group that I represent, and I think that we are quite 
prepared, in order to survive in this western busi- 
ness, to accept whatever regulation is necessary to 
increase our market by 200,000 to 300,000 barrels a 
day within aloO-year period. I think I should point 
out to you, sir, that these are suggested solutions 
to the problem. We don't really care how we get 
that 200,000 barrels per day, whether it be in Chicago, 
Montreal or the Pacific Northwest. 

MR. COMMISSIONER HOWLAND: That clears up 
one point I wanted to ask you. You are not basically 
interested in the pipeline, you are interested in 
getting markets for oil? 


MAS. BROWN, Jas As far as thls Rearing is 


. 7 concerned, our basic problem, after exploring all 
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possibilities that we could see or our advisors 
COUTCe See, CULT basic concern 2s to .show that Lt is 
economically feasible and practicable to put western 
oil into the Montreal market, that the western and 
Montreal market 1s economic. 

MR. COMMISSIONER HOWLAND: LEO Us Pubs 
another way. If someone there were to find you a mar- 
ket without a pipeline involved, would you be quite 
happy? 

MEAs BROWNS air. Providing that the market 
had permanence and could match the Montreal market in 
all ways. That, by the way, I think we have tried 
tO indicate, we do not think 12s possible. Or putting 
Lt another way, if we could find 4250, 00 "barrels per 
day market in 1960 in the Pacific Northwest of the 
United States as against the 250,000 barrels per day 
mMerket in whe Montreal area, our preference,” because 
the market is within the control of Canada, would be 
the Montreal market. We do not consider the American 
market a certain, safe or sure market in the light of 
quotas and preferences of the companies in the area 
and: SOLO . 

MR. COMMISSIONER HOWLAND: Bue thisoas 
in the light of your judgement of the security of the 
market, not in any interest in any particular pipeline? 

MRS BROWN, dies: The pipeline results as 


a result of the work we have done, and we are 


definitely interested in pursuing the construction of 
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a pipeline in the Montreal area. 

MR. COMMISSIONER HOWLAND: Just one last 
question, Mr. Brown. On page 3 of your brief you refer 
to the independent producers of o11 in which you repre- 
sent this group. Our counsel has asked you a iarge 
number of detailed questions. I wondered if you could 
eive me cone sense of proportion:  now-bie a eectren 
OL the industry are you speaking for, in just broad, 
eeneral terms? 

Mi, BROWN - wr. We are preparing *Tieures , 
Wien We amvend CoO Subms to Mr. Patinieo, wirienr 
Link Will ariswer your “question, ‘Srr LE would? prerer 
not to answer it until we have completed those figures. 

MR. COMMISSIONER HOWLAND: Fine. ‘Thank you, 
Mie. “Brown . 

MR. COMMISSIONER BRITNELL: Mr. Brown, I note 
that twelve companies are listed as participating in 
this submission. Do all of these companies support 
the Montreal market proposal in full? 

MR. BROWN, eas All the companies whose 
names are on the cover of our submission support the 
statements made in the submission. 

MR. COMMISSIONER BRITNELL: That is not 
quite my question. Do they support the Montreal mar- 
két proposaz” in” full? 

VA BROWN; dae: Yes, Sir: 


MR. COMMISSIONER BRITNELL: What is the 


——___|| aggregate production of these companies in terms of 
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daithy production? 

MRR. ABROWNS.) Jee those are the figures that 
I told Dr. Howland we are having prepared. 

MR. COMMISSIONER BRITNELL: All right. ‘The 
cost of finding, ‘developing and producing a- barrel of 
Grudge iG3m Gin Wes vernnCanada andyot transporting aieeto 
ieee (eanace canbe Pfaimly accurately istavedwiepen 1 
am mich less certain ‘about. Venezuelan oi11 industry 
costs. How do exploration, development and production 
costs in Venezuela compare with those in Canada? 

Mins, “BROWN GI? J: Mer. Lee submitted the only 
figures we had on the subject, sir, and with your: per- 
mission I will ask him to hand them to me. 

MR. COMMISSIONER BRITNELL: idormt. chhaiak 
they cover the whole field, do they? 

MEABROWN, <dit Yes, he submitted it to you 
for Venezuela, which was substantially less than in 
Canada. 

MR. PATTILIO: 40¢ a barrel in Venezuela. 

MR. COMMISSIONER BRITNELL: Following on 
that, how accurately do you think the posted prices 
for Venezuelan crude reflect the industry costs in 
that country? 

MR (BROWN far fs» Sa owt! thimigg 6am. aia 
the posted price for crude oil and the costs of 
finding oil are necessarily related at the present 
time, 


MR. COMMISSIONER BRITNELL: Transportation 
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costs from Venezuela to Montreal can be computed from 
the quoted USMC rates, but how accurately do those com- 
PUtaLLoOnS. rer lect,*in your opinion, the actual long- 
term charter rates? 

Pie. OWN, wit ..s We think, sir -= and this 
is on the advice of Dr. Levy, and I think a question 
that he should answer -- we feel that the long-term 
charter rates are in the range of minus 30, minus 45, 
We know of spot rates which even go above minus 45, 
but as far as long-term charters are concerned, the 
investigation indicates that to be the range. 

MR. COMMISSIONER BRITNELL: Could you give 
an opinion as to how much the price offering Venezuelan 
or Middle Hast crude o11 laid down at Montreal could 
be cut in an effort to hold that market in the event 
of entry of Canadian crude? 

MR. BROWN, Jr.: I must venture an opinion, 
but it is a very amateurish opinion. I would imagine 
that. che price of oi) other then in Venezueta “or the 
Middle East, because of the volitical conditions of 
the area, because of the arrangements with respect 
to royalty, cannot be affected very much. So what 
you are, talking about is the dollar profit content 
to the proprietor after he has paid the so-called 
posted price, and I think the decision there would 
be an individual one and would change For each 
company, depending on how anxious they were to Land 


a market. 
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MR, COMMISSIONER BRITNELL: There may be some 
flexibility in them? 

Mit, BROWN, Jr.: Yes. Under our schemé of 
DUCtINe Of an import quota, that would not atfect our 
picture in Canada. This can be done on a temporary 
basis. There are always areas where you can have a 
temporary surplus, some operator who desires the oil to 
sell at less than the posted market price. I think in 
the Montreal picture that usually resolves itself and 
these things don't really happen. We use it as examples 
but they are isolated ones. 

MR. COMMISSIONER BRITNELL: Do you think that 
the cost disadvantage now existing for Canadian crude 
at Montreal, as quoted in Part II, page 18, or 19, 
rather, of the Levy submission and the exhibit you 
submitted yesterday, could be considerably increased by 
foreign oil interests who are currently shipping oil 


to Montreal? Do they try to hold the market? 
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MR. BROWN, Jr.: Well, now, my first 
point, sir, would be to suggest to you that we 
do not admit thatthere is any price disadvantage 
as far as western oil is concerned. The supplement, 
Exhibit CC-29-5, indicates, I think, that we can make 
our oil in the Montreal market competitive with 
Venezueisn olleat a pipeline, tariff of 70¢.a barrel, 
We are submitting that oil can be transported there 
for less than 70¢ a barrel so, momentarily, in the 
straight theory of it, our western Canadian crude 
has an advantage over the Officino 35 gravity versus 
Redwater 35 gravity. How much a company would be 
prepared to reduce its profit on a barrel. of oll 
in the Middle East or in Venezuela is a matter of 
pure conjecture and I would not express an opinion 
on that, sir; «1. wouldnt know. 

MR, COMMISSIONER BRITNELL: I take it 
that in addition to field price cuts and transporta- 
tion economies you would also suggest, very definitely, 
Federal Government policy with respect to quotas. 
IT am not quite clear whether, in addition to quotas, 


you would want some increase in tariffs, as well. 


MR, BROWN, Jr.: We positively have not 
at any time suggested the necessity of a tariff. 
We do not feel the tariff is necessary. 

MR, COMMISSIONER BRITNELL: Am I to take 


it, then, that you would not ‘think it necessary to 


impose any additional duties on the -- or establish 
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quotas on refined or finished products? 

MRLOBROWN, Jr.: Yes, I felt there should 
be a ceiling placed on the amount of finished 
products that are imported into Canada and that, 
increasingly, we should try to capture that market. 

MR, COMMISSIONER BRITNELL: That is, you 
would capture it how? By reducing the ceiling? 
Reducing: then quotas on-refinedsproducts coming into 
Canada? 

MR, BROWN, Jr.: Perhaps, sir, I can answer 
the qiestzon this way: currently, product imports 
in Canada carry an average duty of approximately 
18%, It varies, but the average works out to about 
18%. In theory, that means that if we put the 
ceiling at the 1957 level of product imports, if 
we -- this is projecting into the year 1960, where 
we see that we can build a pipeline and we have a 
market for that year, a market of 200,000 barrels a 
day, that represents 70 to 75% of the oil being 
imported in the Montreal area. We say that in 
1965 we want to move up to 80% of crude oil, replace 
80% of the crude oil being used in the Montreal 
market, 

Now, my statement about trying to cap- 
ture the product market or reduce the product 


market is based on the fact that, with duty-free 


erude coming into Western Canada, as it is, then 


—_____. going into the Montreal market, we should try 
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and supplant as much of that product as can be 
economically done. 

MR, COMMISSIONER BRITNELL: Dr, Howland 
suggested that the introduction of quotas represented, 
I think he suggested, some change in Canadian 
Coumercias policy, Do you not think that. sucha 
policy might invite retaliation by -- let us be 
very frank about this -- the United States Congress 
and that such retaliation might be highly prejudicial 
to certain other primary producers, say, the 
producers of lead and zinc and copper and, perhaps, 
even of some Canadian manufacturers? 

Mn. BROWN, Jr. 1 would notalike to 
express an opinion on products other than oil; and, 
with respect to oil, in any of the conversations 
which I have had with members of the Independent 
Petroleum Association in the United States (and I 
refer to their executive) and other operators and 
things published by the Independent Producers 
Association, I cannot conceive that this would be 
a move considered to be unfavourable, demanding 
retaliation. 

I think we must remember that most of 
our oil and gas industry in Canada is, directly or 
indirectly, controlled by American interests. I 
can hardly rationalize Americans wanting to hurt 


their own interests. 


——— MR. COMMISSIONER HARDY: Mr. Chairman, 
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just to follow up that point with one further 
question: 


I am not clear why Mr. Brown is so 


emphatic that he must have this embargo. Is not 
what you need a contract with the refiners that 
they will take so much oil and that it does not 
matter to you as to the mechanism by which the 
reriners arrive at that decision? Why is it 
necessary to use the embargo rather than have it 
done by arrangement as, perhaps, might be organized 
by the Federal Government? 


MA. DROWN, Jr.: Dr. Hardy, I think, in 


reply to a question put by Mr. Pattillo this morning, 
I did say that if we could get firm, long-term 


eontracts for a minimum of 200,000 barrels a day, increas 


ine to 300,000 barrels a day in 1965, without 
the embargo, it makes possible the financing of 


a pipeline. 


At the moment, we are not confident that 


it would be possible for us to obtain such contracts 


and, therefore, we feel it might well be that a 
quota would be the only basis on which we could 
Uitimately end up with contracts; but if we ger 
them without the quota, it is the same thing. 
MR, COMMISSIONER HARDY: That is your 
opinion; you are prepared to start with the contracts? 
MR. BROWN, Jr.:' Yes. 


MR, COMMISSIONER HARDY: ‘Thank you. 
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THE CHATRMAN: Have you asked any of the 
refiners whether they would give you a contract? 

MR. BROWN, Jr.: Sir, I have read some 
of their speeches recently in the newspaper and I 
have been discouraged from asking them, 

MR, COMMISSIONER BRITNELL:- With respect 
to commercial quantities and quotas, I assume you 
agree that the Canadian Government should look 
pretty carefully at the possibility that a move 
in that direction might lead to moves that would 
injure other Canadian producers and exporters? 

MR, BROWN, Jdr.: I think the point should 
not be unduly emphasized, I think you must 
certainly look at it with realiaem; but this matter 
came up in a discussion recently with one of the 
economists of the Department of Trade and Commerce 
and he was greatly concerned about the possibility 
of Canada losing $37 million of trade to Venezuela 
but showed very little concern about the fact that 
what we were talking about was a $250 million 
loss of business. 

THE CHAIRMAN: Perhaps you should go to 
Venezuela and get them to put an embargo on wheat. 

MR, BROWN, Jr.: Quite so, sir. 

THE CHAIRMAN: And start from there. 

MR, BROWN, Jr.: I think this question, 
as far as not only our industry is concerned but 


the whole Canadian economy, is probably one of the 
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largest items that many of us have seen dealt with 
and I think it should be considered in that light. 

MR. COMMISSIONER BRITNELL: Just one more 
question, Mr. Brown: 

I think, historically, we can say. that 
Canadians have never been greatly frightened by 
government intervention or, indeed, in certain 
areas, of government ownership (that is, certain 
areas of the country's development) and, listening 
to the description of the way in which the refiners 
and the producers might undertake to make possible 
this pipeline, it would look as though, in view of 
the relatively small amount of risk involved, it 
might be possible to finance it in some way other 
than that which you have described, 

Do you think that the interests of producers, 
of refiners, consumers -- who, of course, have to be 
considered -- and the Canadian public generally, 
might perhaps be better protected if the proposed 
pipeline were built under public ownership? 

MR. BROWN, Jr.: I do not think that that 
ie tne ease, cir, Consti tutionally,'10 mich ce an 
Lesue, 

MR. COMMISSIONZR BRITNELL: Would you be 
prepared to give the Commission some reason for the 
PAaLth nec 1s. in. you, shall we say? 


MR. BROWN; Jr.: May I answer your 


question this way, sir, that I voted Conservative 
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as an indication of my belief that there would always 
be moderation in the extent of government intrusion 
into private business. 

MR, COMMISSIONER BRITNELL: I should 
hesitate to get into a political discussion, but 
my reading of Canadian economic history and con- 
stitutional history does not suggest to me that 
public ownership is peculiar, shall we say, to the 
other great national party in Canada, 

THE CHAIRMAN: I think we had better 
adjourn for lunch and reassemble at two o'clock 
At .COLS GoM. 


---Whereupon the hearing adjourned, at 12.30 p.m., 
LUE Gd, ees OOD s I. 
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---On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearings. 

Pe thimk, tires PactLilo, there are one or 
two further questions the Commissioners had in mind 
tolask of Me. Brown. 

Me. Levesque, I think you had a question? 

MR. COMMISSIONER LEVESQUE: Vee, Mey 
Chairman. 

Mp. Brown, was the C.nadian market fully 
explored for the financing of this proposed pipeline; 
the issuing of the debentures, a $350 million issue? 

Wing DROWN; Jeo? “Yes, 

MR. COMMISSIONER LEVESQUE: The Canadian 
market was fully explored? 

MRS BROWN; (d,s We sought advice of Mr, 
Allan Gordon, the president of Royal Securities and 
although there is not a definitive statement as to 
how much money could be raised in Canada, we do have 
opinions expressed by Mr. Gordon. We feel there is 
an area in which we have an opinion about how much 
money could be found in Canada and how much it would 
be necessary to find in New York, or, rather, through 
New York, 

MR. COMMISSIONER LEVESQUE: But part of it 
is contemplated to be raised in Canada? 


MR. BROWN, Jv.: The attitude, generally, 
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Sir, 1s as much of the money as it is possible to 
find in Canada, we will make an effort to find, 
Anything we cannot find in Canada then, as Mr. Clark 
of Lehman Brothers indicated this morning, they feel 
that balance can be found as mortgage money in New 
York. I would anticipate most of the debenture and 
equity money can be found in Canada but any remaining 
balance they would endeavour to place in New York. 

MR. COMMISSIONER LEVESQUE: Last week I 
saw where a pipeline's bonds were sold to only two 
insurance companies and one Canadian company for only 
$3 million. I think we have more than one insurance 
company in Canada. That is why I was asking if this 
Dienvhed been, Tully explored. 

Mie, FEROWN 9 Utes lm the, detaid. of Lt, much 
has not been fully explored. 

THE CHAIRMAN: I think what Mr, Levesque 
is getting at is that the Commission would like to 
see an expression of view that Canadians would be 
given the first opportunity of debenture and equity 
Pinancing. 

MR. OBROWN;sJr.p 1 LE -hope, «irs 1 aave made 
that clear. 

THE CHAIRMAN: Me. Frawley, have you any 
questions? 

MR. FRAWLEY: No, Sir, -L have no .dquestions. 

THE CHAIRMAN: I thought we were going to 
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freight rates. I am sure we all congratulate you. 

MR. FRAWLEY: Even if it did nothing else 
PUL el Vve you “an Opportunity to say that, Me. Chair- 
man, I am very pleased. 

THE CHATRMAN: Nie Pah GL 

Mag wee LO: Mere 21s only one other 
question I would like to ask that I missed this morn- 
ing, and that’ is in connection' with the equity itself; 
$53 million equity which would represent the share 
convrol™or this pipeline company. 

Have you investigated where that would be 
placed? Who would have the share control? 

MRS SAOWN, Jf.2° We Rave that, sir, and 
the majority of that would be placed within the oil 
industry. We have not explored that in detail; 
however, there have been indications of interest so 
that we are confident that more than 51 per cent of 
the issue would be within the producing industry. 

Mer. PATTILLO: Where 1s Just One oper 
MMestion: today; Unsofar as. Intverprovinera ee con 
cerned, there are a number of the oil companies that 
have substantial shareholdings in it and some of 
those very companies are refiners who are in the 
Montreal market; is that not so? 

Naa ROW; J<.: Lesa, Slee, 

Me Parr iE os Now, if they were required 
to volunteer to take this Canadian oil in quotas, 


would you not think, probably, as part of the 
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volunte@ring they might say, "Will we move it over 


ous paps Line?” 


MA a BROWN 5 di? 2 I think we have tried to 
eS te uoh. tune. DOIN. WoedG not think that the exten= 
sion of the Interprovincial system would provide the 
most economic way of carrying a barrel of oil from the 
West to Montreal. 

MR + BALLL LEO: [If they establish that you 
are wrong in that, and that it did, then would you 
agree that in the national swscheme of things, 10 would 
be better to have that extension rather than an entire 
new line? 

Pike BROWN, @di..3 This gets into a bit of 
political philosophy: I would question the desira- 
bility of establishing a monopoly on the transporta- 
BLONaGl,OL1 within, Canada, 

MR, PATTILLO: Even though under the Pipe 
Lines Act any pipeline company can be declared a 
common carrier? 

MR. BROWN, aboee My statement would still 
Saris acs Se Si, 

MR o PATTILLO: You see, Me. Brown, what 
Tamanna ne about 2.6. thiss )2f tae proviem that 
were seeking solution for is the sale of Canadian 
oil, it would seem to me the best way to solve it 
is to accomplish that as cheaply as possible. 
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established that an extension of the Interprovincial 
pipeline would be less expensive in original capital 
costs and in costs of transportation, I am suggesting 
YO you tia, perhaps, that should be the solution 
rather than the building of the new line. 

MR. BROWN, Jr.: I can only express the 
opinion based on the evidence before us: we have a 
copy of the Interprovincial brief and we see no tariff 
indicated. Our own studies would indicate it is essen- 
tial+and-it is in no way’ indicated a5 a criticism of 
Interprovincial because it has made a tremendous con- 
tribution to this industry in earlier days, but the 
very manner in which it was constructed results today 
in relatively high cost transportation. We do not | 
think you can superimoose a further series of loopings 
on what already could be classified as an inefficient 
transportation system and end up with a cost compar- 
able to what we propose with a brand new approach of 
a 30-inch line to Montreal. We are at a disadvantage 
in -not-having iqnentecee of their figures and, there- 
fore, depending only on our own studies. 

Me, PEPE : I understand they have some 
figures prepared and you will have an opportunity 
Later. 

MR. BROWN, Jr.: Yes, S17. 

MR. PATTILLO: As-far as I cam concerned, 
that concludes this stage of the hearing. 


Mae BROWN, or: May I make one correction: 
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I referred to the tariff on imported products as being 


approximately 18 per cent. What I intended to say 
was approximately 18¢ per barrel. In other words, 
this tariff is similar in nature to the 10 1/2¢ per 
Darre! of cll eoing Into the United States and is 
cents and not percentage. 

Taeee: 2S One OUer Observation. Lf would Jiice 
to make: we have tried in presenting our case for 
the 30-inch pipeline, to do so on a most conservative 
basis. and on that basis toistidl prove, in our view, 
that it is economic to move oil from the West to the 
East. We feel that there are two or three items in 
Our costing which might be dealt with in a different 
manner than we have indicated in our presentation; 
namely, we have included an item of $24 million for 
line fill. Secondly, we included an extension from 
Bellshill Lake into Calgary, which might well be de- 
ferred, which would have effected a reduction in the 
initial cost of our system of approximately another 
$12 million. In other words, there is $36 million 
which might be dealt with in another manner which 
would bring our cost down to $317 million instead of 
$353 million which we show on our deferred route. 

Mie PATTIE: There is one matter we 
dealt with yesterday and you said you had figures 
but did not have them available then: that was the 
tanker cost from the head of the Lakes to Montreal. 


MR. BROWN, Jr.: We are aware of the 
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it is possible to do so. We are incorporating that 
with the rest of the promises I made yesterday. 

THE CHAIRMAN: Just before you leave, Mr. 
Brown, I am not quite clear on this: you asked Mr. 
Wiens. Mo. Fatcillo, now lone from the stanc- of 
construction to completion, and he answered, as I re- 
call it, it would be the Fall of 1959, assuming the 
start of construction in a few weeks! time. I would 
like to get it in terms of months; do I assume from 
that answer it would be 18 months? 

Min. BROWN, Jr.: L think, sir, it would wake 
two full construction seasons and if no construction 
is done In the year 1958, then it would be 1960, in 
the Fall, before a line could be completed into Mont- 
reas. 

THE CHATRMAN: Would you draw any distinc- 
tion between the southern and so-called northern route? 

MA. BROWN) Je 6% No, Sir, 2 would nov. In 
either case we have talked in terms of using 12, 13, 
or 14 spreads and I do not think there is enough 
difference. The primary difference is $37 million 
LA AABbaa lk COS v 

THE CHAIRMAN: ‘Thank you very much, Mr. | 
Brown, for the co-operation of you and your colleagues 
and your company and your associates here. This has 
been a very fine brief. I am sorry I missed the 


presentation yesterday and part of the discussion, 
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but I know from my fellow Commissioners and counsel 
and staff that you have been most helpful to us. 

MR; GROWN, Je.c Thankoyou, "sir. 

THE CHAIRMAN: Thank you very much, 

Peek fe BO The next brief we will take 
will be the brief of Interprovincial Pipe Line, and 
in order to have a minimum amount of confusion, IL 
suggest that we have a break now. 

THE CHAIRMAN: Gentlemen, we will have a 


short break. 


---A short recess. 
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submission. of 


INTERPROVINCIAL PIPE LINE COMPANY 


APPEARANCES: 
Mew ieos JOS ton - President 
Me yeields elu Ge - Chief Engineer 
Mim. Ws. MaGhieson =. Sodicitor 


Mr. H. Lem Stevens 


Guille - Western Division Manager 
Mie .G.., Waldon - Treasurer 
Mie i. Werceriteld - President... Pipe, tine 
Consultants, Houston, 
Texas. 
Me Aldeis NavelLirire - President, McLeod Young 


Weir, & Con, td 25 Toronco 


THE CHAIRMAN: Gentlemen, we will now resume 
Gur nearingss, 

Mr, Pattillo? 

MR. PATTILLO: Thank you, Mr. Chaiyman, 

We now propose to take up the brief of the 
Interprovincial Pipe Line Company. This brief has been 
submitted to the Commission, and I would suggest that 
it be marked CC-30-1. Mr.Johnston, I understand, as 
president of the company, is here, and Mr. Matheson 
is appearing as counsel, and perhaps Mr. Mathieson 
would introduce to the Commission the members of his 


group. 
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MR. MATHIESON: Mer. Chairman and members of 


the Commission, as Mr. Pattillo says, I am representing 


the company. I have passed out for the Commission's 
information a record of their names. They are: Mr. 
T.S.Johnston, president of the company, who will read 
the submission; Mr. R.H. Clute, chief engineer; Mr. 
H. Lem Stevens Guille, Western Division manager; Mr. 
D.G. Waldon, treasurer, 

We have also with us, apart from the offi- 
Clais "Ol the company. have just tndicated) Nev Bem: 

W terfield, who is president of Pipe Line ene 
tants, Houston, Texas, and whose services had been en- 
gaged for the purposes of examining our Uarilfifs, and 
he will be available for any questioning. 

We also have Mr. J.H. Rateliffe, presidenv 
ef Meleod, Young, Weir & Co, Ltd. Toronto, to provide 
any evidence concerning our financing. 

Unfortunately, Me. Ratclirre 2s noe here. fo- 
day, but we trust he will be available sometime later. 

THE CHAIRMAN: Will he be here tomorrow? 

HR). MATHIESON. I. am not ‘sure, “sir. sham 
atreaia he won't be here until Friday morning. )fos- 
sibly, if you agree, if he is late, we won't hold up 
the Commission, but he may be here on Friday. 

THE CHAIRMAN: Certainly. 

MR, MATHIESON: I might add, sir, that 
Me. R.B. Burgess, general counsel of the company, 


was to have been at this hearing as counsel, but 
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unfortunately he became very seriously ill on Saturday 
and can't be here. 
I would like to say on behalf of the company 


that we are pleased to see you back, Mr. Chairman. 


THE CHAIRMAN: Thank you very much, Mr. 
Mathieson. 

MR. MATHIESON: Me. Johnston will now read 
the Dries. 

THE CHAIRMAN: Tieils you aati. Johnston? 
ReaD AL LOU. Se tCG =30= Ne Submission of Interprovin- 


clal Pipe Line Company. 


May JOHNSTON: » Introductions This, submis-— 
sion has been prepared by Interprovincial Pipe Line Com- 
pany with the object of providing the Commission with 
all relevant information concerning the organization, 
economics, and method of operation of the first oil pipe 
1ine company to. .consitruetra swipe lame subsequent GO tie 
enactment of The Pipe Lines Act of Canada. Apart from 
certain comments as tO the relevant legislation, and 
as to regulation and future economic aspects, and cer- 
tain recammendations,it te: presented aa the form of 
a factual statement of the various phases of the 
Company's activities since its incorporation in 1949. 
Interprovincial Pipe Line Company and its connecting 
carriers provide the only pipe line outlet to Eastern 
Canada for Western Canadian crude, while the Trans 
Mountain Oil Pipe Line Company's system furnishes a 


similar outlet to the West Coast. 
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Bearing in mind the terms of reference of 
the Order-in-Council which established the Commission, 
this brief will review the problems involved in crude 
oil transportation in the light of this Company's ex- 
perience under the following headings: 


SUMMARY OF THE NATURE AND SCOPE OF THE COMPANY'S 
BUSINESS 


OIL PIPE LINES AND PIPE LINE LEGISLATION IN CANADA 


CORPORATE SET-UP AND POWERS 
Incorporation by Special Act 
Jurisdiction of the Board of Transport Com- 
missioners for Canada 
Subsidiary companies in the United States 


HISTORICAL REVIEW OF THE COMPANY'S CONSTRUCTION OF 
PIPE LINES AND FACILITIES 
Initial construction program 
Engineering 
Rights-of-Way 
Construction 


Exportation of Power and Fluids and Impor- 
tation of Gas Act 


The Board of Transport Commissioners for 
Canada -- applications for leave to con- 
struct and approval of route 


Progressive expansion of the pipe line system 
and facilities 

Before 1951 construction 

1951 and 1952 construction 

1953 construction 

1954 construction 

1955 and 1956 construction 

1957 “cons trucrion 

General 


OPERATIONS 
Receipt of oil 
Delivery of oil 
Main line operation 
Dispatching 
Communications 
Mechanical maintenance 
Pipe line maintenance 
Line. f2ie2 


' Power to move oil 
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OPERATIONS (cont'd) 
Personnel 
Crossing international boundaries 
tne difference in the approach to transmission 
of gas and oil and the reasons therefor 


FINANCIAL STRUCTURE AND HISTORY 
Origine |, financing 
1953 finencing 
1954 financing 
Capitalization as at December 31, 1957 
Operating statements 1951-1957 (inc.) 
Capital stock -- principal shareholders and 
distribution as at December 31, 1957 
Employees Incentive Stock Option Plan 
ECONOMIC ASPECTS 
TeauLit structure “and 2s rory. 
Reduction of tariff rates; 1952 
Tavurr sito. Sarnia, Ontario 
Aojustment of tariffs for short hauls, 1955 
Additional charge for heavier crudes 
tetail Yaces presently ih teriect 
JOint tariffs with other carriers 
Tariff schedules 
Complaint. of International Refineries, Inc. 
Establishment of first taritYr rates 
The advisability of producing and refining 
companies owning shares in crude oil trans- 
mission pipe lines 
PROSPECTS FOR EXTENSION TO MONTREAL MARKET 


THE IMPACT OF TAXATION AND ENCOURAGEMENT REQUIRED FOR 
INCENTIVE 

Summary of the Nature and Scope of The Com- 
pany's Business: Interprovincial Pipe Line Company 
(Interprovincial) was incorporated by Special Act of 
the Parliament of Canada (C.34, 13 Geo. VI) which re- 
ceived Royal Assent on April 30, 1949. All of its 
corporate officers and eight of the nine members of 
the Board of Directors are Canadian citizens resident 
an Canada. The. ninth divector,.a@ citizen of the 


United States of America, also resides in Canada. 
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The Company was formed for the purpose of 
constructing and operating a crude oil pipe line system 
to provide an eastern outlet for crude petroleum which 
had recently been discovered in the Leduc and Redwater 
ficlds in the Province of Alberta. 

pinoe a considerable portion of its pipe dine 
system was to be located in the United States it was 
deemed advisable to incorporate a United States sub- 
sidiary company to own and operate that portion of the 
pipe line. Accordingly Lakehead Pipe Line Company, 
Inc. (Lakehead), a Delaware corporation, was incorpora- 
ted on August 29, 1949 and is a wholly-owned subsidiary 
of the Company. The chief corporate officers and the 
members of the Board of Directors of Lakehead are the 
Same 25 GUioce of interprovincial, 

Interprovincial operates as a common carrier 
and is engaged exclusively in the transportation of 
crude petroleum at established tariffs. 

Lakehead operates its pipe line as an inter- 
state common carrier for the transportation of crude 
oil and petroleum within the meaning of the Inter- 
state Commerce Act of the United States of America. 
Under that Act the Interstate Commerce Commission 
has regulatory authority over the rates, regulations 
and other practices of common carrier oil pipe lines. 

Throughout the remainder of this section 
and where applicable throughout this submission 


reference to "the Company" will include both Inter- 
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provincial md Lakehead, and reference to “the pipe 
line system' will include the pipe line in both Canada 
and the United States. 

In the year 1950, the Company constructed a 
fase diene ver pipe line from a point: in the vicinity 
of Edmonton, Alberta, to Superior, Wisconsin, a port 
on Lake Superior. This pipe line, with an extension 
to Redwater, Alberta was 1,129 miles long, and the 
whole system, with essential facilities, was in opera- 
tion by December, 1950. 

Duping 1951, the first full year of operation, 
the Company delivered some thirty million barrels (42 
U.S. gallons) of crude oil to various points in Western 
Canada and to the Lakehead area in the United States. 
By tar the greater part of the latter deliveries were 
for lake tanker shipments to Sarnia, Ontario. 

In the years between 1950 and 1957, new oil 

fields have been found in Alberta and large reserves 
of oil have been discovered and developed in Saskat- 
chewan and Manitoba. To keep pace with the rising 
volume of production and the increasing markets in 
Ontario and the United States, Interprovincial has 
enlarged and improved its system from year to year. 
A detailed review of this continuous development 
will be presented; the end result up to the present 
may be summarized as follows: 

As of December 31, 1957, the Company's pipe 


line system extends from Redwater, in the vicinity 
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of Edmonton, Alberta, to Port Credit in the vicinity 
OLATOPONLO, Ontario, & distance of 1,930 miles, ie 
us thevlongest crude oil pipe line in the world, In 
addition, to increase its carrying capacity it has 
constructed paraile! lines or “loops” on its, existing 
right-of-way for a total of 1,116 miles. ‘The aggregate 
length of pipe in use is therefore 3,046 miles. ‘The 
system's continuous right-of-way traverses, from west 
to east, the Provinces of Alberta, Saskatchewan and 
Manitoba, the States of North Dakota, Minnesota, Wis- 
consin and Michigan and finally terminates in et 
Province of Ontario. Attached hereto as Appendix "A" 
is a map showing the general route of the pipe line. 
It is of interest to note its proximity to such major 
refining and marketing areas as Toledo, Ohio and 
Detroit; Michigan. 

The following tabulation shows the length 


of pipe of varying diameters in use throughout the 


system. 

Outside Diameter ies: 
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The volume of oil required to completely 
fill the pipe line system (line fill) is approximately 
8,000,000 barrels. 

There are 18 pumping stations in operation, 
and 82 storage tanks with a total capacity of 7,319,000 
barrels. 

The Company owns 102 dwelling houses which 
are rented to certain of its employees in locations 
where normal housing is not available. 

The maximum pumping capacities (on a year 
round basis) out of the various pumping stations at 
the end of the 1957 construction program were as fol- 
lows: 

Edmonton, Alberta .... 235,000 barrels per day (b/d) 


Regina, Saskatchewan... 281,600 


Cromer, Mani voba ".... 326,500 
Grevoa, Manitoba .... 352,400 


Clearbrook, Minnesota. 345,900 
puperaor, Wileconsin ., 232,000 
ea ya CeO). -<aia o's 109 , OOO 
The following table compares crude oil 
deliveries in 1951 and 1957 and indicates the growth 
of the Company's operations. 


(Expressed in Millions of Barrels) 
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Te financial history and present financial 
status of the Company will be reviewed in detail, but 
to give a general picture of the extent of the enter- 
prise, the following figures are presented: 


As»of December 31, 1957, with comparison 


ror L954. 
1937 i9b1 
Investment i PLKe!ed 
NGL eli Rage oee ae $256,906, 324 $80,167 5500 
Operating Revenue... Wace et ara syih Te Pao 1 O 
NeteMIicome ...6.545 9,544,661 3 352,00 


The Interprovincial system is connected 
with the following gathering and/or transmission pipe 
lines and receives deliveries from them at the points 
indicated: 

B-A Alberta Pipe Line Limited Redwater, Alberta 


Britamoil Pipe Line Company 
Limited Edmonton, Alberta 


Edmonton Pipe Line Company 


Limited Edmonton, Aiberta 
Imperial Pipe Line Company Redwater, Excelsior 
Limited and Edmonton, Alta. 
Pembina Pipe Line Ltd. Edmonton, Alberta 


Gibson Crude Oil Purchasing 
Coe Leds Hardisty, Alberta 


Mid-Saskatchewan Pipe Lines 
Ltd. Kerrobert, Saskatchewan 


South Saskatchewan Pipe Line 


Company Regina, Saskatchewan 
Trans-Prairie Pipelines, Ltd. Cromer, Manitoba 
Westspur Pipe Line Company Cromer, Manitoba 


and is connected with the following pipe lines and 
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delivers crude oil to them at the points indicated: 


Trans Mountain Oi1 Pipe 
Line Company Edmonton, Alberta 


Saskatoon Pipe Line Limited Milden, Saskatchewan 


B-A Saskatchewan Pipe Line 


Limited Stoney Beach, Sask. 
Anglo-Canadian Oils Limited souris, Manitoba 
Winnipeg Pipe Line Co. Ltd. Gretna, Manitoba 
Minnesota Pipe Line Company Clearbrook, Minnesota 


Michigan-Ohio Pipe Line 
Corporation Bay City, Michigan 


Bay Pipe Line Corporation Bay City, Michigan 
The Interprovincial system either directly 

pr in COnwUNCcTIOnN with its connecting carriers trans- 

ports Western Canadian crude oil to refineries located 

ant 

Saskatoon, Moose Jaw, and Regina in the Province of 

Saskatchewan 


Brandon and Winnipeg in the Province of Manitoba, 


St.Paul-Minneapolis area and Wrenshall in the State of 
Minnesota. 


Superior in the State of Wisconsin 


West Branch, Bay City and Midland in the State of 
Michigan, and 


Samia, Clarkson and Port Credit in the Province of 
Ontario. 


Oil Pipe Lines and Pipe Line Legislation 
in Canada: The transportation of crude petroleum 
from oil fields to refineries is an important and 
specialized branch of the petroleum industry. The 


most economic means of transporting petroleum over 
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land is by pipe line, and this method has been used 
in the United States and other oii producing coun- 
ilies Loremany.yecars. Oil. pipe, dines nave 2iso 
peer 1p Vee. in several of. the. Provinces, of ‘Canada, 
but until the discovery of large reserves in Alberta 
there was insufficient production of crude oil in 
Canada to justify transportation by pipe line 
from one province to another, and there was no 
Federal legislation dealing with the matter. In 
February, 1947 Imperial Oi1 Limited brought in the 
Leduc field in the vicinity of Edmonton, Alberta, 
This successful outcome of a prolonged search for 
oil in the Prairie Provinces was soon followed by 
discoveries of additional fields in the Edmonton 
area. 

These discoveries by Imperial and others 
soon made it apparent that oil reserves in Aiberta 
were more than sufficient to supply that Province, 
and a study carried out in 1946 indicated that a 
pape. line to Regina, and possibly to the head of 
the Great Lakes, would provide an outlet for this 
surplus crude oil and would be a sound economic pro- 
ject. In the latter part of 1943 representations 
were made to the Federal Government requesting such 


legislation as would be appropriate to authorize and 


regulate the construction and operation of pipe lines 
connecting one province with another and crossing 


the international border. Such legislation appeared 


Poul: ogutianir beatin a 


areas soutien. 5 


wana a pa aeads otis FeO 
ive 

“en a to seonivowt dnd 4a “Letra Ht! 
BSSCLA 22 BOVISeey eget to ‘sgevonath sain 


aii os 


nh £9 Shees Te cuteouialee Justorrival! san 


Pak sya yd fro Leto MCRAE TH ‘Vey, oF 8F 


4 2aw eape bos annaas: pts POREV ORG: Site pen 


gc i we gediuls snttaes molpale tgad Iptohet 


4's veal 


Mw nd Geayoed Seti. 2e isitagqmt wer, winewdst ") 
‘ | zeal 
nosih. -Tadiomps he Yrs Hikady arty at piart wubet 4 


*$ (det dodeet Degagtord 596 4 OOS 19 futtsaanous ait 


a awe Baive "GY pice ae soniye Olt ‘her oat at to 


69 I Se ‘ 
° , 
ithe ofe Ai MOLSET LEROE ithbhse Io gabrsyoo8! bb | 


ae | 
inert bos, Lala Ge ae ttovogath saad? | 
xo gost JIngraqus o£ gbém moo8 
waeg cask. Teaqwe oF, doateltwe ngad atom ons 


2 i ee tl 


rate haeeeetia ds WL wt dvo belress .youse & Bis 
Pap ee ABS A ea we ak = OF eS 


4 Ms 
| 
= a ; e . > a ow * ‘9 - io ~~ 4 
oes : SOI i> Wo Fae Wh: eS, .antgor ‘Ou as fe aqiig 
_ ghas Goatsi dus ne Sheyond bivew «eanel Jas ond 
t . =e Ws, we aA 
oye sigma a) ROR 6 Oo. + w boa Lic ebstie eviquve 


tetas aves Sher. Yo toad etal ote al ‘pS oat 

Spor peer ey 33, iarabe'r emt oF sham ssw 

bein Gui@ertus oss ate sigemge. ed : PAHOW: as mold sletget, 
“fe Hi ‘ “ ,- rer 


Ae aie te op dtd poets Le: pe SQA Oe, oe Eta dag 9 % 


pis 
anes 

esos Oise Le tet ENE. -«. sipbaed. atid reertstah Fis 
~ eo * a : < - — 


( BaPeatrnet: hing: we ators thd ln- senavopd, sae) ae 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4204 


necessary because a pipe line, like a railway, re- 
quires a continuous right-of-way over lands owned 
by many individuals and corporations whose property 
rights are affected, and again like a railway, a 
Pipe line must cross rivers, provincial and munici- 
pal highways and utility lines of every descrip- 
tion. Therefore, unless pipe lines connecting one 
province with any other or others were placed under 
exclusive Federal jurisdiction it seemed obvious 
that the construction and operation of such lines 
could be restricted or even prevented by the legis- 
lative action of any one province. 

Although undoubtedly empowered to do so 
under the terms of the British North America Act, 
the Federal Government had never had occasion to 
enter this particular legislative field. ‘The only 
Provincial precedents for similar legislation con- 
sisted of The Pipe Lines Acts of Alberta and Saskat- 
chewan. There was also a considerable body of 
statute law governing pipe lines in a number of 
jurisdictions in the United States. None of these 
statutes, however, was appropriate for Federal 
legislation, 

In these circumstances it is not surpris- 
ing that those charged with drafting the proposed 
legislation patterned the new act to a considerable 
extent after the Railway Act. It was obvious that 


there are fundamental differences between railways 
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and pipe lines as to operating conditions and 
mevhods, Tinancial structure, physical facilities 
and the ibasis for tariff rates. but. it. was just as 
obvious that an extra-provincial pipe line system 
crossing the continent has much in common with our 
transcontinental railway systems. Another good rea- 
son for having tne proposed new legislation corres- 
pond in some measure with the existing railway legis- 
lation was the country's long experience with rail- 
ways and its complete unfamiliarity with pipe lines. 

The Pipe Lines Acteof+Canada (R.8.c. 2952, 
C.211) reeeived Royal Assent on April, 30; 1949, and 
an thetfina cescult ils patterned: to 4 considerabic 
extent after the Railway Act. A number of sections 
of the Railway Act are incorporated into the Pipe 
Lines Act by reference and many sections of The Pipe 
Lines Act are adapted from similar sections of the 
Railway Act. Under’ The Pipe Lines Act pipe tines 
are Bubsect: to the. jurisdiction, of, the seme. regu- 
latory body as railways, namely the Board of Trans- 
port Commissioners for Canada. 

Prior to the enactment of The Pipe Lines 
Act the Federal Government, perhaps being influenced 
by railway experience and procedures, had adopted a 
policy whereby applicants for incorporation of inter- 
provincial pipe line companies would be required to 
incorporate by a Special Act of Parliament rather 


than by letters patent. This policy was carried into 
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The Pipe Lines Act by Section 2, the Interpreta- 
tion Section, which provides: 

Seliee 'company' means a person having authority 

under a Special Act to construct or operate 

Dave anes Tor the transportation Of oll som 

Gas; ! 

By an amendment passed in 1953 (2-3 Eliz. 
coy Cppreee now provided: 

OR... No person, other than a person having 
authority under a Special Act to construct or 
operate pipe lines for the transportation of 
Olt of gas, shall construct or operate an 
extra-provincial pipe line, but nothing in 
THiS Section shall be construed to prohibit 
OPUPrevent any person Irom operating or) im- 
VEOViNe, an extra-provincial pipe, Line construc 
tan. perere. the kst day of Ocvober, 1953." 

Corporate Set-up and Powers: Incorpora- 
t10n by Special Acts: .-The Special Act incorporating 
Interprovincial Pipe Line Company (C. 34, 13 Geo. 
The Com- 


VI.) came into force on April 30, 1949. 


pany, by Section 5, is vested with "all the powers, 
privileges and immunities conferred by, and (shail) 
be Supject to all the limitations, liabilities end 
provisions of any general legislation relating to 
Dine, Jines for the transportation of Oil” enacted 
by Parliament. By Section 6(a) the Company, subject 


Po such Limitations and provisions, may =- 
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‘within or outside Canada construct, purchase, 
Jease, Or Otherwise acquire, and hold, develop, 
operate, maintain, control, lease, mortgage, 
create liens upon, sell, convey, or otherwise 
otepose of and turn to “account any and ali 
interprovincial and/or international pipe 
mes, 10r the transportation of oi] tnelu@ing 
pumping stations, terminals, storage tanks 
or reservoirs and all works relative thereto 
for use in connection with the said pipe lines.” 
By Section 6(c) the Company is authorized 
tO exercise as ancillary and incidental to the pur- 
poses and Objects set forth in the Special Act, sub- 


ject to any express exclusions, the powers set forth 


in paragraphs (a) to (bb) of Subsection (1) of Section 


P2°of the Companies Act, 1934 (now R.S.C. 1952; 
C.53). The provisions of the Companies Act so in- 
corporated include the ancillary and incidental 
powers conferred by that statute on companies incor- 
porated by Letters Patent. 

The Pipe Lines Act, by Section 3(a) there- 
Of, 16 to be construed as incorporate with the 
Special Act and by paragraph (b) where the provisions 
of both Acts relate to the same subject-matter, 
those of the Special Act, so far as necessary vO 
GlLve errect to that Act, are-to be Vakenuto over 
ride the provisions of the general Act. 


Interprovincial's pipe line system extends 


| 
1 een 
hy. su ri nd 


ib _ 


i 


a sucgtion ‘jaeeah -(Eenenes sa 
7 z “a 


oz fwastie -ae 


if 
tig baa eat oa ibis “ nied Bas ne eaogeib ye 
a ; 


sicanceadind ines Yatoaivoriqratat — a 


ae ee me £ 


.. webby ioe ate ho aorosge genet oid sot vobetbh 


- : “ a ; n : . % on bat, ao 
ey guns aservease .v sivhred : ecettata garg” 


| Seared aetiates Biisow Its One dn bovteRet SO a 
shit Solg@bems om niiw moivoeanoo nt ay 07 7 
MO. Bee teoneed 82. yupqade Ad (o9e mmisoee WEP ee 


ott of tadaabtodd bre ipl lone #8 -eetoiaxe ot" 5 
(Hedy fetn ach soe Ne Mate. Jas" etosido bas esboq' + 
tee: anvevda: sae eneferloxs easugxe Gre St to9, 
econ | i. ai? Sa eoweS bated ) ot! (a) seqetadieg ne 
: . ve | 
bb OlE Rowe) MERE SoA de Linsey Sckd Toe ee 
sh Laeaeet SHY Qoob etrongy’ sHt {E298 4 


ST G22 Pate Gye c witsaas say ebiiont pDeTeraqctos ~ 1 


"hos 7" 
; eat slays ; , a ea ks a aia iy, > hae OER 
pee hts ER - rie irdne Cen ae yt | ia & 73 2s fiz tae ii | —yS LsIS 3 SI9wog c: 


Diya, eT hoe are ete san ees fee 
BAe Tt goes Ve wtoA sethl sart sar ‘is an 


rae x « oy ee eae Pe as 
AF Ga aPatndeeoiis 8s Howitt sres et oF at oo 1? 


: |. ae ata ae gee oo 
cron WRG caconiy ta} ago rgsdaq oubne 8A Lesdege,  P 


tefgn ag08, dite To 


ia 
-y 
+ 
ity 3 
“ae 
. 
a 
Be 
re 
gs 
ell 
wy 
ro 
Ba 
a) 
a | 
@ 
“y 
‘see 
ve Jd 
~ 
=e 
oe 


Aa. t, a ret pee 
ed Wieeesosh-ebviet ce .J0h Latosds ait tG- saddd 
- is t “| 
Janis Of Boast od GS “bak: tok gent 4 Joeite aula 


od 


. MPD _ a ze 
204 S2%9NSR Sa? TS 


RSTn ys ate adic A 83 ot wedd Psi iS 


Ih 


< oC) 
ANGUS, STONEHOUSE & CO. LTD. 4208 
TORONTO, ONTARIO 


into the United States near Gretna, Manitoba, and 
from there transports crude oil to and across the 
international boundary near Sarnia, Ontario. Com- 
plementary to the general powers conferred by the 
special Act, The Pipe Lines Act confers specific 
power to extend its operation outside Canada as fol- 
lows: 

By Section { a Company, for the purpose of 
its undertaking, but subject to the provisions of 
the Act and the Special Act, may -- 

Mo ween ats line with the oipé line ot jany 
other person at any points on its route." 

By Section 9 -- 

"A Company operating a company pipe line from 
a place in Conads to a place on the inter- 
national boundary line may exercise, beyond 
such boundary, in so far. as permitted by the 
laws there in force, the powers that it may 
exercise in Canada." 

Tt will be seen from the above thay Pariia- 
ment specifically contemplated the extension of the 
operations of pipe line companies into the United 
States. | 

Extensive powers are conferred by The Pipe | 
Lines Act upon a Company authorized by a Special 
Act to construct and operate pipe lines. For instance, 


under Section 7, such a Company may enter upon and 


survey lands lying in the intended route and construct 
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its pipe line across the land of any person on the 
located line. However, the exercise of the right 
to construct and other powers, including the right 
to cross highways, railways, utility lines, etc. 
ave suDject to The prior approval of the Board Jcf 
Transport Commissioners for Canada. 

JULISGLetion Of the Board of Transport 
Commissioners for Canada: Te WLde Gurisdictvion 
and authority conferred on the Board of Transport 
Commissioners by the R ilway Act (R.S.C. 1952, 
C.234) ‘is imcorporated into The Pipe Lines Act as 


follows: 


‘4, The provisions of the Railway Act relating 


to sittings of the Board and the disposal of 
business, witnesses and evidence, practice 
and procedure, orders and decisions of the 
Board and appeal therefrom to the Supreme 
Court of Canada are applicable with respect 
to every inquiry, complaint, appiieation@or 


other proceeding under this Act, and the 


Board shall exercise and enjoy the same juris- 


diction, powers and authority in matters 
under this Act as are vested in the Board by 
the Railway Act." 
The terms of reference contained in the 
Order-in-Council establishing the Royal Commission 
include the power, inter alia, to inquire into and 


make recommendations concerning: 
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"(o) the problems involved in... the regu- 
lation of prices or rates to be charged or 
paid, the financial structure and control of 
pipe line corporations in relation to the 
setting of proper prices or charges, and all 
such other matters as it is necessary to en- 
quire into and report upon, in order to ensure 
the efficient and economical operation of 
pipelines in the national interest; " 


and 


“(c) the extent of authority that might best 
be conferred on a National Energy Board to 
SOMLOLSter . . . Such aspects of energy policy 


as it may be desirable to entrust to 


Such 2 Board, together with the character or 


administration and procedure that might best 


be established for such a Board; " 

It may be of some interest and assistance, 
therefore, to review the authority conferred by The 
Pipe Lines Act upon the Board of Transport Commis- 
Sioncres or Canada. 

A brief perusal of the Statute will make 
it apparent that there are few projects affecting | 
public or private interests undertaken by a pipe 
line company that are not subject to the prior ap- 
proval of the Board. In the following review some 
pertinent provisions of the Statute will be referred 


to in order to illustrate the jurisdiction of the | 
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Board and its practice in exercising such juris- 
Gd CUbOn . 

A company may not begin construction of 
yOIpe tine until an.Order, granting leave. to con- 
struct is obtained from the Board. (Section 11(a)). 
When such leave is granted it refers only to the 
general location of the proposed pipe line and its 
termini (Section 12(1)), and before beginning con- 
struction the Company must submit to the Board plans, 
profiles and books of reference showing the detailed 
mouce,,or the line and apply for the Board's approval 
thereof. (Section 11(b)). The administrative 
methods and procedures followed by the Board in dis- 
eharging its duties under the above sections will be 
piSsciissed iacver under the title, “Hiscori.ceal Review 


on she comoany's Construction of Pipe Lines and 


Facsiities«. 


Even when the Board has approved the plans, 

profiles and books of reference the Company may not 
Desineconstruccion until, 

“eoples of. the. plan, poli le and poo" of seerer— 

ence so approved, duly certified as such by 

the Secretary of the Board, have. been deposived | 

‘Wotne. offices of: the megcistrars. of deege for nt 

the districts or counties through which such 

section or part of the company pipe line is 

peepee. | .( Gece Oneal (a) 


The normal right-of-way required for a 
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large diameter pipe line is 60 feet in width. This 
usually provides ample space for construction and 
operation and leaves room for installation of 
additional lines if they are required. Under the 
provisions of Sections 23 and 29 the lands that 

may, without the consent of the owner, be taken for 
the right-of-way shall not exceed 60 feet in breadth, 
but with the Board's consent additional lands may be 
taken when necessary. 

A,pipe line company's fight to cross any 
nienway, DPALLWaY, Grrieerion diech, .vundereround 
UDLIIGY 6LC.. 2s SUDJeCcL. tO. the Board's approval 
(Section 31); similarly, the Board has the power to 
grant leave to others to cross a company pipe Jine 
with highways, railways, utility lines etc. (Section 
EN 

By General Order No. 312 dated July 12, 1955, 
the Board of Transport Commissioners has issued stan- 
dard regulations regarding pipe crossings under 
railways. This Order was made pursuant to powers 
conferred upon the Board by the Railway Act. By 
General Order No. 313 dated July 12, 1955, the Board 
has issued standard regulations regarding company 
pipe line crossings. This Order was made pursuant 
to powers vested in the Board by The Pipe Lines Act. 
By paragraph 7 of the latter certain of the regula- 
tions promulgated by General Order No. 312 apply 


to the construction of a company pipe line under any 
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railway. 

When the construction of a pipe line has 
been completed, leave of the Board must be obtained 
before 1 may be opened for the ‘transportation of 
O11. Section 34 provides: 

‘34, Wo company pipe line and no section there- 
Or Snail be opened for the transportation: of 
oil or gas until leave therefor has been ob- 
cvtained trom the Board.” 

Hoon app lueevion’ Tory such leave am oll mips 
line company is required to furnish the Board with 
evidence that the line is ready for the safe carriage 
of oil and the Board may require an inspection by 
its Engineering Department before granting an Order. 

The Board has control over disposal or 
Sireney ont a pipe line, for Section 10° provides: 

ses A company shall not, without the leave 
of the Board, 

(a) sell, convey or lease to any person 

its company pipe line, in whole or An parc; 

(ob) purchase or lease from any person any 


pipe line for the transportation of oil or 


(c) enter into an agreement for amalgama- 
TLONn WLUn any Other company; 1or 

(d) abandon the operation of a company 
piloe wines: 


One consequence of this section is that it 
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is necessary to obtain the Board's consent before 
mortgaging the company's property for purposes of 
Tinancine. 
Part IL of the Act (Sections 38-49) applies 
Specifically to “Oil Lines". (See Section 38). 
ere re four sub headings in this (art 
as follows: 
“Common Carriers”: Traffic, Tolls and Tarirrs 
‘Unjust Discrimination” aha “Contracts Limiting 
toler o WU Pot oi au 
The first sub heading "Common Carriers" 
includes Sections 38 and 39 which state -- 
"33. Tiis- Part appliesvin fespecv of com- 
pany pipe lines for the transportation of oi) 
and GO companies operaving such Tines." 
"ao ihe Board may, soy -order, dechere a 
company to be a common carrier whether the com- 
pany has or has not eeted' or held itselT ouy 
as a common carrier, and the expression ‘common 
Sarre ee) -n the Tollowing sections of this 
Part means a company that has been declared 
by the Board to be a common carrier." 
Interprovincial has always onerated and | 
held itself out as a common carrier (For example, | 
see Throughput Agreement with Imperial O11 Limited 
of Octoper 1, 1949)--(Appendix "C™), and has at ait 
times voluntarily furnished the Board with copies 


of its published tariffs. The Board has not 
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Yes 
declared the Company to be a common carrier. 

Tiere 8.4 possible ambisuity invPart Ei 
of The Pipe Lines Act in that it may be argued 
whether or not Sections 40, 43, 44 and 45 thereof, 
which empower the Board to make Orders and Regula- 
tions and impose conditions as to traffic, tolls 
and tariffs, are applicable before the Board de- 
clares an oil pipe line company to be a common car- 
rier. The matter was discussed in a Judgment of 
the Board in the case of International Refineries, 
Ine. vs. Intverprovincial Pipe Line Company, reported 
in 75 Cunadian Railway and Transport Cases at page 
68 (April 23, 1957) (This case is discussed in more 
detail later under the title 'Economic Aspects! -- 
sub-titie 'Tariff Structure and History'.), but in 
the lient of their findings therein the Board did 
not deem it necessary to decide on the question. 

Mie particular facts of the above case are 
not of any immediate interest in this review of the 
Board's jurisdiction, but the arguments presented by 
the parties, as to when an oil pipe line company 
should be declared to be a common carrier, and the 
Board's statement of its attitude on that point are 
informative and are quoted here from the Judgment: 

hie Owe ho Se 
‘A number of grounds were advanced by Inter- 
national as to why the Board should declare 


Interprovincial to be a 'common carrier!'. These 
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grounds included the facts as shown by the 
Sriogenve, that Interprovincial hag, in ‘two 
prospectuses, referred to itself as a common 
Compier's) 20 as SlLenvesn customers: avs 
tariffs imply ‘common carrier! regulation; its 
Lakehead subsidiary is a ‘common carrier! by 
Ulow teams “Ene bransportation of of] across 
Canada is of vital importance. and should be 
SUbjecu. tO Gie Scrutiny Of Chis Board: Lt hee 
expropriation rights and should therefore be 
subject to regulation. On the other hand, 
Interprovincial pointed out that a reading of 
the Railway Act and the Pipe Lines Act would 
justify the conclusion that the Railway Act is 
designed to provide a code of regulation in 
the public interest, while the Pipe Lines Act 
is designed to permit pipe line companies to 
operate with a minimum of regulation, and imple- 
menvation of Part TL of the detter act by 2 
‘common carrier! declaration should only take 
place when the evidence shows an abuse by a 
pipe line company of its powers. 

“The Board has concluded that at this 
time 1¢ is not necessary om desirable vo dac— | 
clare Interprovincial to be a 'common carrier’ 
pursuant to s. 39 of the Pipe Lines Act.) Howe 
ever, the Board will not hesitate to declare 


any oi1 pipe line company subject to its | 
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JUETSCLCtiOn to be a ‘common carrier! if, 

iorvlahy £eason, the Board considers that it 

WouUL pe in Wie public Of National interest “to 

do 6a.” 

On an application by International Refiner~ 
aes Lor leave to appeal From the Board's decision to 
wis pupreme Court Of Canada, Mr. Justice Rand said: 

"I interpret this section (39) to place an 

ebsoluve GisScretion in the Board and what it 

is not bound in any state of facts to make the 

deClaeaion. nif CRPO L144) atioy. dic). 

Under Part IV of the Act there are two 
subheadings -- "Accounts" and “Statistics”. 

Section 52 provides that the Board may prescribe 
or make regulations regarding the manner of keeping 
accounts, Geprecravion charges anda uniform sys- 
tem of accounts applicable to any class of company. 

Sectvon 53 provides That, =- 

"(1) every person constructing or operating a 

pipe line for the transportation of o11 or 

gas shall prepare and furnish to the Board 

PevUrne Of LUS Capital, trarric, revenues, 

expenses and all other information required 

by bite Board.” 

Concerning “Accounts" the Board in June 
of 1957 advised the oil pipe line companies under 
its jurisdiction that it had decided vo prescribe 


a Uniform Classification of Accounts for Oil Pipe 
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Companies. After consultation w ith the pipe line 
companies concerned a provisional manual, patterned 
after the Interstate Commerce Commission Manual, was 
compiled and all companies concerned have undertaken 
to adopt the accounting system prescribed therein 
errectaye Warwery Jo L950... Lt. ds.anthei paced hat 
alver a feasonable trial period. the provisional 
manual, with such changes as experience shows to be 
Gesirable,. willbe issued in fina. form. 
interprovincial has wegularly provided 
the annual statistical returns required under Sec- 
LOL 5 35, 

Based upon its seven years of experience 
in construction and operations under the jurisdic- 
tion. of the Board of Transport Commissioners, Inter- 
provincial Feels that. the Board is, the desirable 
Federal regulatory’ body for oi11 pipe lines. Inter- 
provincial's experience has shown that the Board has 
discharged its judicial and administrative duties 
and functions under The Pipe Lines Act in a faithful 
and diligent manner and at all times has given a 
great deal of thoughtful consideration to the treat- 
ment and solution of the sometimes rather novel pro- 
blems facing a comparatively young industry operating 
under new legislation. 

Under The Pipe Lines Act the Board of Trans- 


port Commissioners is presently charged with the 


ay eR Secon Morag eee eoreumad 6: 


Pe 


7  fieipeeebas evad Decethogoo inet e mod 
; oo 


Pak, ~~. 


cheviockk Boe tragetg meteye pettavesas ads 9 10! 


Jackd, betagto tre ot 47 -O8eh vf ane sa 
Py fsnotat ad ae att sala ips at auenceses 5% 


Hi ad oo swede gone atuagns 28 eogeasio soma Ad Ly Veet 


fi e¢ ee 


‘weie igtil of heyeel oq ftw coidenteed — . 


re 


hsblyorg Ble aes nes esa Lalouivoxgyad at | 


Locts 


998 Wnbay Bor tunes EGkNEOS lsoitetiata Leugis ot | 


af ee Age | 


NOM. LIGAS LO Giaey eves esi a +t | Og heard 


Te ee x oS = 


stbtiaut sit cabo aquédeneae brs me Liou anes ft 


ereno taatmo) i teoqensst bts Dy ag on ‘Lo ALS 


sfaotresh at af Soaed sod? sand fas as%t Laloulvoitg ii 
rie ee Ceca Poet Lh OF g 4 oa) iz : AN Eg i fu Fe ae i : 
noted. .eenii gata de 462 ybod”yutdsitae: Laevebed 


btace off Jecd OWwort eed Ssoneatieqxe 6 {A atpatvon ag 


‘ 
4 
U 
oS 
; 
d 
: 
* 
~~ 
. 
' 
& 
' 


’ . : ar ~ ~_— pl 
Gimis Bas cslotbsl-ast.. beanscoath 


bey 
oe 


‘ 
5 f 4 ted ‘ be * ry oe } 
let eat j54 eenkd ealt ect rebmu enoltonut Bae | 
& aeviy esa omit tle sa bos rentes Jnsgiiib bas | 
$e sh of nelvadsiteioo lw ilsaguyodt To iseb 3972 
~ONd = S¥or sentey sealaatiog Sit 1c aotdpd O28. 8 Jeon 
¥ ” ¥ Ae 
ritaiogs WEtRHbr: waKon scowls etSgmOm 8 Pape eine td | 
.s Oa re te Ween Re eee, ne! hag! - : " ey i hs e es ign @ ee eee Fi ora eh 
e re) boas: ; ‘ 
iP ate TT are raee, wen "sebrity 


“Bc “Lo tipo SAP Pol wands aca ont e25nl | 
pay ee ee ae baal 0, : seen na fi ad - 
bal 


ssaqo ite La fas | 


ae 


sy Gite besgisilo yl eneaste 
«, ea sy ees sie ied eee hee ay, von 


ANGUS, STONEHOUSE & CO. LTD, 4O19 
TORONTO, ONTARIO z 


regulation of pipe lines and it is this Company's 
unqualified recommendation that such regulation 
remain with that Board. 

Subsidiary Companies in the United States: 
As was mentioned in the opening of this submission, 
in order to finance and own and operate that part 
of the Company's pipe line system in the United 
States, a United States subsidiary, Lakehead Pipe 
Line Company, Inc., was incorporated on August 29, 
1949. Its principal place of business is Superior, 
Wisconsin. 

A second wholly-owned subsidiary of Inter- 
provincial known as Lake Superior Pipe Line Corpora- 
tion (Lake Superior) was formed on December 29, 1949. 
This was done in order to comply with the then exis- 
ting alien property laws of the States of Minnesota 
and Wisconsin. Interprovincial therefore caused 
Lake Superior to be organized under the laws of the 
State of Minnesota. Lake Superior acquired alli of 
the then outstanding capital stock of Lakehead on 
January 4, 1950, and all the issued stock of Lake 
Superior was held by Interprovincial. By 1953 the 
statutory restriction on the ownership of property 
in Minnesota and Wisconsin had been modified. As 
there was then no longer any need for an inter- 
mediate subsidiary, an Agreement of Merger dated 
November 16, 1953 was entered into between Lake 


Superior Pipe Line Corporation and Lakehead Pipe 
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Line Company, Inc. whereby the two companies were 
merged, with takehead continuing as the surviving 
Cerporecc., "Lt Was agreed that af OT the date of 
the merger, Interprovincial would be the owner and 
entitled to have registered in its name, all the 
issued and outstanding shares of capital stock of 
fareneda, tie surviving Corporation. 

As the Lake Superior Company no longer 
exists, 1t will not be referred to in the review of 
the financial structure of Interprovincial or Lake- 
head, or the combined Interprovincial-Lakehead system. 
It is mentioned here, however, since an examination 
or the early Tinancial documents would raise an in- 
Guiry as Leste Tdentity of this subsidiary. 

Historical Review of the Company's Construc- 
CiOn Ol rape titres and vaciiitaes: Initial construc= 
tion program: 

The initial thinking of those planning an 
outlet for Alberta crude oil was to construct a 
pipe line from Edmonton to Regina, a distance of 
438 miles. By the summer of 1949, however, the rate 
of production from existing wells and further dis- 
coveries of new fields in the Edmonton area made it 
evident that there were sufficient oil reserves in 
Alberta’ to supply not only the Prairie Provinces, but 
a considerable part of the markets in Ontario and | 
some in the United States as well. It was there- 


fore decided to extend the proposed pipe line beyond 
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Regina, through Gretna, Manitoba, a town near the 
international boundary, and thence to Superior, Wis- 
consin, at the head of the Great Lakes. ‘The con- 
struction of tankage and dock facilities at Superior 
would enable shipments to be made to the Sarnia, 
Ontario, refinery area by lake tankers and the 
construction of additional storage tanks would pro- 
vide for a continuous pumping schedule from Alberta 
during vhe closed season of navigation. This was 
the plan finally adopted by Teer onovihcial and en- 
visaged 774 miles of pipe in Canada and 324.miles 
in the United States, or a total of 1,098 miles. 
(An extension of 31 miles from Edmonton to Redwater 
made the aggregate of 1,129 miles previously men- 
tioned). 

The revised planning entailed not only new 
engineering problems, but also the survey and ac- 
QUistrilon OL almost 700 mites of additional rigny- 


4 


of-way within a period of a few months, the acquisi- 
tLon Or speel., the tavinge of (OO addivional miles 

of pipe and the construction of additional pumping 
stations and a tank farm and dock facilities at 
superior. 

Asia matter of historival interest, 1D may 
be pertinent to recail the problems which confronted 
those charged with the undertaking. These were all 
the more difficult initiate) though personnel. re- 


quired to fill the key positions of the proposed 
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organization were transferred or borrowed from 
other companies only a few of these had previous 
pape Line experience. 

Engineering: During the early planning 
Stage a group of Canadian engineers established a 
design office at Tulsa, Oklahoma in November, 1948. 
Tulsa was selected because it was the headquarters 
Olen laree munber of pipe line operators and equip= 
ment suppliers which made readily available to the 
engineering staff all the wide experience of estab- 
lished organizations in pipe line techniques and the 
type of materials and equipment needed for the under- 
taking. In November, 1949, this engineering group 
moved to Edmonton where the Head Office of Inter- 
provincial had been established. 

The Company's engineers were obliged to 
find answers to many problems, some of which include 
the following: 

What maximum throughputs would be required? 
How varying temperatures affect viscosity of the 
erude and throughputs? How to protect the pipe from 
corrosion? What of frost penetration and the soil 
coverage required to provide reasonable winter opera- 
ting temperature? How much pressure drop per mile 
in various diameters of pipe? How best to construct 
river crossings and the strength and protection of 
pipe in such crossings? The best type and size OF 


pipe) to be used, ‘particularly im view oF the 
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prevailing world shortage in steel? How many pumping 
stations were required and where located? The most 
favourable route to follow to avoid major ground 
contours, lakes and difficult terrain? 

When the project was limited to a line from 
Edmonton to Regina, 16-inch pipe, which was the lar- 
gest then made in Canada, had been ordered, but the 
extension being decided upon and with potential 
production mounting rapidly, it was decided to in- 
epease the size of the pipe im the Edmonton to Re- 
gina section from 16 inches outside diameter (0.D.) 
~O ZO inches O.D; 

As a Canadian firm already had the contract 
for the 16-inch pipe, it was necessary to use this 
pipe in Canada. Studies proved it was practical to 
use this size of pipe on the section from Regina to 
Gretna, Manitoba, because there would be a fairly 
large take-off of crude for refineries at Regina, 
decreasing the throughput and the required size of 
the pipe line east of that. city. 

As a eae of adi calculacions and on 
the basis of the pipe available on the world markets, 
it was decided to construct a 20-inch diameter line 
from Edmonton to Regina, a 16-inch line from there to 
Gretna near the international border and an 16-inch 
diameter line from Gretna to Superior. It was also 
decided to build seven pumping stations at the follow- 
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Redwater and Edmonton; Alberta, 

Kerrobert and Regina, S skatchewan, 

Cromer and Gretna, Manitoba, 

Clearbrook, Minnesota. 

A detailed investigation and study of the 
best route to follow was undertaken. Among the first 
tasks in the initial planning stage was an aerial 
survey of the proposed route. reveral reconnaissance 
flights were made and the most favourable general 
route was selected. Then followed an aerial photo- 
Claphiie survey tO provide svereo and mosaLle primis 
for close study. ‘The complete set of stereos were 
used Go. locave major Obstacles such as farm bpallicinges 
and GUner permanent structures on the Poute. Maps 
were made Up from the mosaics showing the rouve of 
ofr the pipe Tine and these maps provided the ianforme- 
tLOn Tor the detailed ground survey carried out in 
1940) the result or thése studies indicated tas on 
the basis of economic construction and sound line 
maintenance, the logical terminal would be Superior, 
Wisconsin. “At “that time it was estimated whav vo 
construct the line to a Canadian port on Lake Super- 
ior would have required additional investment capital 
of over ten million dollars, or over 10% of whole 
project cost, that the laid-down cost of western 
erude in the east would have been increased by ten 
cents a warne and Whety anvaacl tioned year "Ss tiie 


woulda have been needed Yor” construction. 
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The scheme was an engineering project on 
a grand scale but the problems were surmountable 
provided the money and materials were made available, 
the requisite rights-of-way could be acquired, and 
that leave to construct the line could be obtained 
Under tae new Pipe Lines Act. of C nada. 

Rights-of-Way: The task of surveying the 
exact route and acquiring rights-of-way over the 
tremendous distances involved was so well accom- 
plished that before the end of 1949 completed plans 
of the Edmonton to Gretne section had been presented 
tO une Board of Transport Commissioners, and before 
eonstructionm started in the spring of 1950 a2 con- 
tinuous chain of easements or legal rights to posses- 
Sion ©exsced Trom Redwater to Superiog. “Im all, 
approximately 2,100 landowners in Canada and 400 in 
the United States were involved. That good relations 
with owners were maintained is evidat from the 


fact that for some 800 miles of easements in Canada, 


only three cases of contested expropriations occurred, 


ve 


Construction: DUrIng Che: aitierel eon. 

Struction of the pipe tine in 1950), there were mo 
contractors in Canada with the expert knowledge, the 
trained personnel or the specialized machinery re- 

awe > ce Pee - 3 Ss 80% -O th 
quired for the operation. However, 00% of the 
manpower engaged on construction in Canada was 
Canadian. Actual consteuction of the 2,129 miles of 


line took 150 days to complete and operations 
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commenced out of Edmonton on October 4, 1950, with 
Ol! arriving in Superior early in December of that 
Yoar, ep LU is Delieved to be” the shorvest pertod an 
which a comparable pipe line has ever been built. 
Experience has shown that it was well built. 

some of the legal problems involved in 


the preliminary stages of the Company's history will 


be referred to in the following paragraphs. 
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Exportation of Power and Fluids and 
Importation of Gas A:t: At the time Interprovincial 
was incorporated, and also at the time it made its 
application to the Board of Transport Commissioners 
ror Canaca for’ Weave’ to construct its pipe” Line to 
the international boundary the Electricity and 
Bivie Eportavion Ct, Res CL "1927 Ci Sa was in erream 

ther relevant sections or this Act” were 
sections 5, 6, 7 and 8 which read as follows: 

"5, (1) No person shall export any powér or 


fluid without a licence, or any power 


or riuird £n SkCese Of the Guancety per= 
mitted by his licence, or otherwise 
char as" permitted by such licence, 
28) No person shall, without a licence, 

Construct or place in position any 
fine or" wire or’ Cther conduc cor Tor 
the exportation of power, or any pipe 
Yane “oOr“otherwiike contrivance for uns 
exporvavion” of Truia. 

"6, (1) Subject to any regulations of the 


4 


Governor wn Council am chat benalin, “enc 


Governor in Council may grant licences, 
moon such “conditions as he “tiiinks proper, 
for the exportation of power or fluid 


where a right to export exists by lawful 
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(2) Such licence is revocable upon such 
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notice to the licensee as the Governor 
in Council deems reasonable in each case, 

"7, (1) Any such licence may provide that the 
quantity of power or fluid to be exported 
Shall be limited to the surplus,, after 
une Licensee has; supplied for distribu- 
tion to customers for use in Canada 
power or fluid to the extent defined by 
Suet Licence, 60 prices andi in iaccord= 
ance with conditions, rules and regula- 
Lionsypresecribed. by the Governor in 
Council. 

(2) Every such licence is revocable at will 
by the Governor in Council if the licen- 
see refuses or neglects to comply with 
eny o1 the conditions imposed with regard 
to the supply and distribution of power 
Om fiuidein Canada 

"8. Subject to any regulations of the Governor 
jm: Commodi) in that. benalt, the: Governor 
ime GouneiL may cranl. dicencessror “the 
eonstruction, placing or Laying ofmany 
limevots wire on Other Conductor ror ithe i 
exportation of power, or of any pipe | 
line or other like contrivance for the 
exportation of fluid,” 

In view of: these provisions the Board of 


Transport Commissioners, before granting the Company 


ro is dawnt A i 


a 
om © f 


a’ 
av ee 


' .eene does ee 


i 


@- grit feths shivora vem sone so 8 (1 


2 
’ 


|). Sedvegxs sd jot bait Pt nq tewaq to wap - 
7 sevls .autewwe ond of bettmbs ss Lieds, - 

-u¢te¢aeb 49% Bediemm get snnanttt ont. cLikap 
; Dene O. £2 Sap G2 aromestant o3 none ‘a - Ae 
Ob ed bonerep Pashia acd od bins to yewog 


f -jurpoos teh Die gooitg te ,someati. tous 


one 


~phugee tia ehieu,.gneieibmos ddtwn spas 
ni Yotiraigod afhh yd fhediaosetg ancskd 
> | eres ae a 


' fity je ofdeeover ed eaneoll dove. xyewa: (3) 


7 ¥ - f . \ j 
| -teottl och 22 [forged ah aemmeved ea? yd . 
j 


vty \Ylgmeo of sdedtaen te sesgter eee | 


yipma chp. Doe ogre ao bit oaas ott ae AB 


. ad i) 
i wa Io noftudl det Dros - Ulam Sat) oe 
Siar ss 
ie 


mA ,ebadad. at HLELt Ne 
. | 
ii | nuriaweR eft To osebtaAtiume: yne oF, dpetdse 1a 
syeven ant  iiseded deny, if {Lomyoo ms 
ay Bed “DOS es ripoil Sued wen DLhoomedS vet 
| vite wal ved 96 BAtbe I; ,cedior iene 
cB acd gl pothwarce Tenmto so Ssitw 20 engs 
Sqly WAR Po 16 pewer no ly aeyKs 
ent Wt aoriay fis {oo epbeL Tarlo 16 ire 
ef “ee dur ic oo igpenegntes 


‘ ud 


- m ph 5 « » i ~~ , % . , : 
LG Dyeod, 8h? Sic eseOng sean “1a welV sa 


a ae . : ° 7 
i" Qiegies sdt gntzgevg gistad ,egapoiae aS. 
7 AP 


. q Ln 
' Sy Px a : > r | & 
a —_ - ; ’ 
7s 2 oy . AF i} — a A 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


leave to construct, required evidence that both the 
Company and its proposed shippers either had or 
could obtain the required licences. These licences 
had not been obtained at the date of the hearing but 
evidence was given on behalf of the Department of 
Trade and Commerce that favourable consideration 
would, be given to. the granting of such licences, 

and in fact the licences were granted: shortly there- 
after. 

Lisi SoTeinrerecae to moter That) tnatio55 
ener Blectrieaty and’ Fiuid,Exportation Act. was .re- 
pealed and replaced by the Exportation of Power 
and Mivuads and. Importation of ‘Gas Act. (1955,.¢6,14). 
inmotheamew Aev the provision requiring 2. pipe lane 
company) tO. cbtaim & licence. te. constrict 4, pive, line 
fer tthe .expertation.of oil hassbeen deleted. 

The Board of Transport Commissioners for 
Canada - Applications for leave to construct and 
approval of route: The Pipe Lines Act and the 
Special.Act. Incorporating Interprovincial received 
Royal Assent Saturday, April 30, 1949. 

Leaving aside at this time the financing 
arrangements which will be dealt with subsequently 
under the title "Financial Structure and History" the 
next step was to apply to The Board of Transport 
Commissioners for Canada under the provisions of 
The Pipe Lines Act, for an Order granting the Company 


leave to construct the pipe line ™ ff suchsanjOrder 
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were made the next step would be to complete de- 
tailed plans, profiles and books of reference to 
submit to the Board for approval. It would only be 
after such plans were approved and deposited in the 
required land repistry districts that the Company 
could really get on with the work of acquiring the 
necessary right-of-way. 

If the line was to be completed and in 
operation before the end of 1950 time was obviously 
of the essence and by letter of May 2, 1949 Counsel 
for the Company notified the Board of Interprovincial's 
intention to apply for leave to construct a pipe line 
from Edmonton to Regina. This was followed by a 
tormal appilicarion, Liled on May 9. and on Ghac day 
the Board assued its first formal Order under -The 
Pipe Lines Act (Order 72367), directing that the 
Company's application be heard on June 7, 1949, and 
further directing. service oF ~The anplicavionwend 
route map filed upon the railways, municipal corpor- 
ations and public: ULili ty boards concerned, “voce ther 
with publication in newspapers along the route. The 
application of May 9, 1949, and the Board's prelim- 
inary Order of the same date, were made pursuant to | 
Section 12 (1) and (2) of The Pipe Lines Act which 
states: 

m2, (1) Upon an application for an-crdemugranti ng 
leave to Gonstruct atime, the company 


shall file with the Board a map showing 
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the general location of the proposed 
Tine, the termini, andiralil cities. 
towns, villages, railways and navi- 
gable waters through, under or across 
Wore the Line Ve ito pass. 

C2”) The Company shall file a copy of the 
application and of the map with the 
Attorney-General of each province to 
which the application relates in whole 
Of in Dart, and vhe Board shall re- 
quire notice of the application to be 
given by publication in newspapers or 
otherwise." 

(By Circular No. 266, issued by the Board 
On vepruary is TO5l), the Board requuees the route 
map showing the general location of the proposed 
Dipe L7ne. £O be ‘on a Scale or noe more Unam eilenv 
miles to the inch ano that Lt shall show all cities, 
towns, villages, railways and navigable waters through, 
under, or across which the pipe line is to pass and 
such as may be within a radius of thirty miles of ‘the 
proposed line, and generally the physical features of 
Che country. Uicouch which the pipe ine Bes vor peRcon= 
structed. ) 

On June 10, 1949,the Board granted Inter- 
provincial leave to construct the pipe line from 
Edmonton to Regina. (Order No. 72550). As the re- 


sult of subsequent applications, the Board granted 
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leave to construct from Regina to Gretna, Manitoba, 


on September 15, 1949, (Order No. 73069) and from 


Edmonton to Redwater on March 6, 1950. (Order No.74080). 


As these Orderscovered the whole Canadian section of 
the line operated by the Company prior to its exten- 
Si0n to Ontario in 1953, they will be considered to- 
ether for the purpose of describing the Board's 
meciod Oi Exercising Tits tuncbions under The Pipe 
Baines AGU. 

Section 12 (3) states: 

"Upon the application, the Board shall have 
récard oOo all considerations that appear ©o..i% 

vo be relevant and in particular to the objection 
Of (atly Paruy interested, to a public ancterest 
shat in the Board’ s opinion may pe eafrected by 
the granting or the refusing of the application, 
and to the financial responsibility of the appli- 
cant.” 

The evidence required by the Board as to 
what considerations are relevant to the public in- 
terest, to the’ objections of parties interesvcd and 
to the financial responsibility of the Applicant, is 
well Lilwstratec in the first two applications oF 
this: Company. above rererred vo; (The line to Redwater 
was only 31 miles in length and is not of comparable 
importance.) The Judgment of the Board on the ini- 
tial application for leave to construct the pipe 


line from Edmonton to Regina is reported in 64 C.R.T.C. 
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MoS dune 10, 1940). Phe evidence furnished by 
the Applicant was considered favourably and the 
Chief Commissioner referred to such evidence on 
the following points (p.194): 


i te peneral Locavion as showi-on. the route 
map. 


ae.) tbe engun of the proposed pine Line, and 
its diameter. 

3. The estimated oil reserves in the Province 
on Alberta; “the potential daily outouan from 
the Alberta oil fields; the pumping and 
Grilling Tecllicives ieaie: on lures 


Lie DAL Sheseaenvlioaon “ub Ueuiil “ec Blakey “een aoe, ue 
tie Dipe IME, 


S., Devalled consideration of the financial 
responsibility of the Aoplicania. 


Om the date of this epplacerion. inser 
provincial had few assets, and at that time was <a 
wholly owned subsidiary of Imperial) Olli. iamived: 
(Subsequently, with the sale of Capital stock to 
others and the conversion of convertible debentures 
to stock Imperial's percentage interest dropped and 
as of this date Imperial owns 33.22% of the Company's 
issued stock.) The Board's Judgment stated that 
Imperial had already subseibed for 10,000 shares 
at $50 per share to be issued by the Applicant, and | 
had also assumed direct responsibility for the ia 
purchase price of pipe in the estimated amount of 
$9,000,000. At the request of the Board, Imperial 
also filed. an undertaking with the Board im which 
it undertook to provide, or cause to, be provided, 


to Interprovincial sufficient funds that the latter 
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Company would be in a position financially to con- 
struct and complete the pipe lines. Imperial also 
filed a. copy of its last. Balance Sheet. 
fter referring to this evidence, the 
Chief Commissioner said (p.195): 
Vine Board 2s of opinion. that the financial 
commitments already made by the Imperial Oil 
Limited, together with its undertaking and 
evidences as to its. ability. to, fulfid. the con- 
ditions of its undertaking,. are complete and 
satisfactory evidence as to the financial 
responsibility of the applicant." 

The Board's: reasons for Judgment granting 
the Company's application for leave to construct from 
Regina to Gretna are reported in 64 C.R.T.C. p.189 
(September 12, 1949). This decision is of particular 
Winterest in view of the fact that the proposed system 
would extend across the international boundary. The 
Cotaiscost..of the: piperdine, including: Teciwetiess, trom 
Edmonton to Superior was estimated to be $90,000,000, 
which figure included $5,000,000 for working capital. 
After reviewing the detailed evidence furnished as 
to the issuance of bonds and other securities to 
finance the construction, the Chief Commissioner said 
(pels 

‘the.Boardsis. satisfied. that the evidenceras: to Tf 
financial responsibility of the company respect- 
ing this enterprise is satisfactory." 


As to oil resources, the Judgment states 
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GRASS Big) 
"Satisfactory evidence was furnished as to the 
quantity of oil available to justify construction 
OF the pipe line. “ithe evidence as to the oil 
resources of the Province of Alberta was of a 
nature to satisfy completely the minds of the 
members “or this Board in this regard’. * 

The evidence as to markets in Sarnia, "Ontarire: 
for oil transported by pipe line to the terminal at 
Superior, Wisconsin, was also considered and found 
Satiafactory tp vor). 

iv connection with the requirements of tie 
Blectricity and Fluid Exportation Act referred to 
above conclusive evidence was given by a representa- 
tive of the Federal Government that favourable con- 
sideration would be given to the granting of a licence 
EO LncerorovincLal to construct a pipe tine whiten sour 
carry the oil outside Canada and also that a licence 
could be obtained by Imperial Oil Limited for the export 
ef thetorl"(p:-19e)" 

The question of the feasibility of the Company 
constructing its pipe line completely in Canadian 
territory rather than going through the United States 
was reviewed at this time. On this question the 
Judgment states as follows (p. 192): 

"The Board received a number of telegrams from 
organizations and other parties in Fort william 


and Port Arthur, Ontario, protesting the proposal 
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that the proposed line would connect at Gretna 
with another pipe line passing through United 


States territory. It was suggested that the 


pipe line from Regina should pass: through 
Canadian territory to Fort William. The evid- 
ence indicated, however, that after having 
made careful surveys the applicants were unable 
tO, find ajiocation foria pipe line passing throug 
the Canadian head of the lakes territory that 
could be constructed without greatly increased 
cost and delay. 
"The territory selected for the location of the 
line, from Gretna. to Superior, Wisconsin, is of 
a nature that at least $10,635,000 will be saved 
insthesconstructionw.ot.the line ae compared: te 
the cost of a line passing through Kenora and 
other points in Canadian territory to Fort 
William. The additional costs in the construc- 
tion of the line would result in transportation 
costs which would make it impossible for Alberta 
crude oil to compete with crude oil from the 
mid-Western States and other areas to Sarnia." 
The above decisions indicate the evidence ! 
which was required, from the very inception of pipe 
line legislation, to satisfy the Board that the con- 
struction of a particular pipe line was warranted. 
On a company's application for an Order, 


under Section 13 of The Pipe Lines Act there must be 
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submitted. tothe Board for its, approval. a-plan, 
profile and book of reference. The plan and profile 
show the exact location of the proposed line on a 
scale of 1,000 feet to the inch (Sectionl3 (2) and 
Board Circular No. 266), The book of reference. des- 
cribes the portion of land to be taken in each parcel 
of land to be traversed and "the area, length and 
width of the portion of each parcel to be taken, and 
the names of the owners and occupiers so far as they 
can be ascertained.” (Section 13 (1) and (3). 
Although it is not required by The Pipe 
Lines Act,. Inverprovincial from its inception has 
adopted the policy of having its route surveyed on 
Lie ereund. belore. preparing. ats plans... Pproriteseand 
books of reference for submission to the Board. Thus 
the pans, when submitted, are usiened, by, 4, Provinelal 
Land, sucveyor of, the. province concerned.» hie in 
Lurn, means that, after approval by the Board,. the 
plans, as well as being deposited under The Pipe 
Lines, Act, may. be filed or registered,.in the, relevant 
land. megistration district under the provisions iet 
the provincial land registration statutes and the land 
descriptions used in the Company's easements may be 
made merely by reference to a registered or filed plan 
rather than by a metes and bounds description or by 
attaching an individual sketch to each easement. 
During and since 1949, whether for extension 


of the pipe line or for "looping" construction along 


feito ont er ‘ 


a sie i net haar wt ‘en 


i 


" 


roe | 


es 
«Bats gaxaiptsy 30 dog Suey vse ona 


af = > 
_baowag 4605 eh Sereda Se *nahsoag* 
: cv 


"Ke 


ott in 
we 


i 


, i Ny 


ye aonnel chert ada” Bee: ‘guisteeiad “98 ot sie lh 
| '@ 
melt vapele! edi. boarnich ee SO: poasrsg, ents, es abe 


| 
diy O08 “oie ye oo Riel RTS eR ‘adden ‘aie 


AE} tug ME wet tome) S pRanitetesede ee on 


seu LS Sat as pe -akgnstita Lh - isl 
y ' , re =" = ie an PaaS a 
HoMaesot wht eercy UlRie ores aAh STA Sones] 
henerein st5ou but qa been Te e564 fea tedd Geeqebay 6 
m(Tria ,avpia “ee ‘gua Sats we bie Hace ong gris 


tam 4acdy 02 ld Lie AT SonetistSest to aicod 


<2 Lie sa Bae wal . a See at 
VoRul eo oud Detiiis oae .sseebiisie eariw (ons ig otfy 


a 


a ; Mer Je .. * 
bi. hetrisdnes shal verte oat 6 royey ree, bith 
i. doeot ace yd (svi Seeter sani eneow mia 
: : . a a ‘ s eee 
Fata hs ye i wg ay Ey? tf Z 5 rar ed YT4oO ae i 4 ay gs . enbie | 


ary : & ef <— + ia org 7 ea ze h bal ae: eit i; Sint ev of senhi 


groareivroty ete sot velitele acligeygotvet Drak 


we 


bres aad mera cutters iner Otiel Ff fan bvon a ith) 

Wa, evidiistaciais pe ynsqig® ory mi bean ato tigin cas 

ot. +e Revere toon « a eoaet Lane Ac yloisat otesar 
¥ 

‘yak a Ghd pees! Water gt oa ' Sots a yg aks: solider } 


Jdsedess Cone of cul: ote ee nd pater > 
bil 
pieHateeenor tohlom. 2°70 esate pal: uri pot . 


ap wee. hc Nee 
TPR AS DEE 85 Gt Wises tig tet qp- eat egig-sié hae 


i P 
if, in wh 2 a 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Ais 
ne) 
OO 
ee) 


the existing right-of-way, it has been Interprovincial's 
practice to have its employees and agents make personal 
calls on the owners and public officials concerned in 
order to explain the Company's intentions. Subsequent 
wor ai Wrder granting Leave to construct ane=prior wd 
the Board's approval of the exact location of the line, 
it has also been the Company's practice to enter into 
option agreements with owners of lands which will be 
affected if the Board approves the route of the proposed 
right-of-way. Such options have attached the forms 
of easements proposed to be entered into if and when 
tne Toucve As “approved. 

it has been Interprovincial's practice when 
epplying for the Board's approval of a plam, prorile 
and book’ of “reference under Section’ 15 to also apoly 
Under section Si for leave to carry the pipe Tine 
across all highways, railways, utility Pines, etc. 
proposed to be crossed. ‘For this application drawings 
of alivsuch crossings, showing the loceatton ena ine 
deteite or the erossing,’ must also be prepareay aaa. 
the nearing of Such applications any person, corpora 
tlon ore public authority concerned] has the rignive ve 
appear and object to the proposed route of the line, 
OP’ to the Location or nature of the crossing. 

As an example of the Board's method of 
procedure in dealing with the applications for approval 
of plans, profiles and books of reference as well as 


leave to effect crossings, the Company's most recent 
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experience will be referred to. By Order No. 88980 
of June 8, 1956, the Board granted the Company leave 
to construct an extension of its pipe line from Sarnia 
to Port Credit, Ontario, a distance of approximately 
156 miles. This Order was granted after the usual 
public hearing which was held in Ottawa. By January 
of 1957, the Company had completed its survey of the 
route, had been granted options by a large majority 
of the landowners affected, and had obtained consents 
FrOMIMOSTTOLH ins corporations wand public authorities 
eoneerned to .the crossings required to be approved 
byotheuboerds) thesCompany applied) co tne Boardyoer 
venviarys2eyrieS/ for=the necessary Orders pursuantato 
Aeornons bayend 3) ef the AcOmj Ato thie time. the Board 
had been informed of a number of objections to the 
Conpeanytsiprenosed route. DPtegtherefore divected) 

py Ordéeér’( Now 9O77O dated January 22, 1957, thatarne 
application would be heard on February 19, 1957 and 
selected Toronto as the place of hearing to suit the 
eonvenience of the majority of those objecting. It 
also directed publication of notice of the application 
in newspapers published in ten cities along the route. 
Further, service by registered mail of the notice and 
copies of the plans, profiles and books of reference 
was required to be made on the Attorney~General of 


Ontario, the Minister of Public Works, Ottawa, rail- 


cen) 


way companies, public utility companies and other 


pipe lines as well as on the clerk of each county 
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and township affected by the proposed pipe line. The 
hearing of the Company's application was held in 
Teronto on BRebruary 19 to el linelustveée ard wae atten- 
ded by representatives of townships, companies and 
property owners and their counsel. After hearing the 
evidence of many witnesses and argument of counsel, 
the Board, by Order No. 91095 dated February 28, 1957, 
granted the ee application, 

anevPipe Lanes Ace has imposed Supcntae 
Board of Transport Commissioners the responsibility of 
protecting both public and private interests, The 
procedures followed by the Board and the decisions 
apove retferreo to demonstrate the care taken by the 


Board 1) Cerrying out chis responsi biiiy: 


rd 


rOSressive expansion or the pipe line 
System and LTacilities: It has been Interprovineial's 
policy since the original 1950 construction program 
to make the necessary plant additions each year which 
will enable it to meet its pumping commitments for 
the followinesyear),.That ts, the 195 physical tcapi tal: 
budget, approving the 1951 construction program, was 
based on forecast 1952 pumpings. This procedure has 
been followed each year since that time, and because 
of an ever-expanding market for crude, major construc- 
tion programs were completed each year except during 
99D 

Accordingly, expansion of the Interprovincial 


Pipe Line system has occurred in a stepwise manner, 
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by years. Sometimes it happens, however, that a 
eonstruction program for a certain year is not com-~ 
pleted by, the end of that year but is carried over 
into the early months of the following year. In addi- 
tion, it has also happened that a pressing need has 
reouamed theminstallation of a minor project a few 
months before its budget year. However, to simplify 
the following discussions of capacities and investments, 
iG willie besassumed thatall construction. projects 
are started and completed in their budget year. 

Losmey me. Of Interest to reiter to Appendix 
"B" hereto, which illustrates the following in more 
detaits 

Before 1951 Construction: Before the 1951 
construction program started, Interprovincial had a 
ini ePormide pipe Line from Redwaver, Alberta to Superior, 
Wisconsin crossing the international boundary just south 
of Winnipeg near Gretna, Manitoba. The pipe line 
varied in size from 20" to 16" in diameter, and there 
were six main pumping stations, located at Edmonton, 
Alberta, Kerrobert and Regina, Saskatchewan, Cromer and 
Gretna, Manitoba and Clearbrook, Minnesota. This line 
delivered crude to refineries in Alberta, Saskatchewan | 
and Manitoba, and to lake tankers at Superior, Wisconsin. | 
These tankers moved the crude from Superior to Sarnia, 
Ontario, The operation of this original pipe dine, 
therefore, was limited somewhat (as far as the Ontario 


market was concerned) to the navigation season, except 
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that the Company owned approximately 1,800,000 barrels 
of crude storage at Superior which was used to main- 
tain minimum pumpings into Superior in the winter period. 
ie Gecisron co construcy surficient sv0rage at Superior 
to maintain pumpings at the year round average was 
deferred because of the large investment involved 
and the feeling (later realized) that the line would 
SVenvuaity extend beyond Superior to Sarnia. Thue, 
early in 1951 the Company had a $73,117,000 system 
with the following yearly average capacities: 

Edmonton to Regina 103,200 barrels per day (b/d) 

Regina to Gretna 69,000 b/d 

Gretna to Superior (Os COO ba 

1951 and 1952 Construction: Forecast pump- 

ines form 195) and 1952 were in ‘excess of the above 
capacities. To enable the Company to handle this 
additional throughput, five additional pumping stations, 
located at Hardisty, Alberta, Loreburn and Glenavon, 
Saskatchewan, Glenboro, Manitoba and Viking, Minnesota, 
were constructed in 1951 and 2,600,000 additional barrel 
of storage capacity was added at Superior, Wisconsin in 
the same year. In 1952 the Company constructed a second 
line in sections of its existing right-of-way between 
Regina and Gretna, consisting of 100 miles of 16" pipe 
laid in four sections (loops) and installed an addi = 
tional engine at each of the Hardisty and Loreburn 
pumping stations. A new station (the twelfth) was 
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Emp é 


additional barrels of storage capacity was added 


at Superior. (An additional 2,600,000 barrels of 
storage capacity at Superior had been planned, but 

due to a steel strike was not completed by the opening 
of navigation in 1953... The erection of this additional 
tankage was subsequently cancelled when the decision 
was made to construct the pipe line extension from 
DUperiOr 0) Sarnia, Ontario. ) The total plant additions 
Recwutone Prom Lne ~L95. ~nd 1952 construction program 
were completed at a cost of $20 mis 1.000 and resulted 


in the following yearly average capacities: 


Edmonton to Regina LS O00 pda 
Regina to Gretna 116. 3008b70. 
Gretna to Superior 109,000 b/d 


1953. Construction: It became apparent by 
this time, that crude requirements east of Superior 
were growing to a magnitude that would justify the 


extension of the pipe line from Superior to Sarnia. 


Since the pipe line was to traverse a distance of 

645 miles through difficult country, extensive studies 
had to be made. These studies were made both by 
Company personnel and independent experts and form 

the basis of the Company's expansion plans to this 

day and for the foreseeable future. They not only 
resultediinm thesconstructioneo® the Superior to 

Sarnia extension, but also initiated a program of 


planned stepwise expansion of the Company's Edmonton 


to Superior system. The extended anda expanded system 
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Was co be OL “SuUrTicient capacity to allow pumping 
raves*or 500,000 barrels per day out ‘of Superior, 

as well as deliveries to Saskatchewan, Manitoba and 
the Lakehead area of 128,000 barrels per day. To 
LoriveresOOVOCO barrels per "day east: of “Superior and 
128,000 barrels per day between Edmonton and SUperLOr, 
Dlane were -adepced For -the construction, n-stazess 
of a second line (loops) on the Company's existing 
right-of-way from Edmonton to Superior and a 30" 
jane -Trom Superior to Sarnia: “The tsecond line from 
Edmonton to Gretna was to be 24" and from Gretna to 
Superior was to be 26", 

The O53 construction program conésrsted of 
the installation of the 30" Superior to Sarnia line 
wWLth one oumpines station at Superior’ in addition, 
133.7 miles of 24" pipe line (in four loops) was com- 
pleted between Regina and Gretna and additional engines 
were installed at each of the Viking, Clearbrook and 
Deer River stations. “The votal cost ‘or these projects 
was $80,008,000 and resulted in the following yearly 
average Capacities: 

Edmonton to Regina 170, 300 bya 
Regina to Gretna 140,900 b/d 
Gretna to Superior 120 , P60"b a 
Superior to Sarnia 110,000 b/d 

1954 Construction: Anticipated new Minnesota 

and Michigan markets necessitated a great POrtLon of 


the 1954 construction. Additional sections of the 
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second 24" line were laid between Edmonton and Regina 
(in four loops) and between Regina and Gretna (in five 
loops), and sections of the second 26" line were laid 
between Gretna and Superior (in four loops). Station 
additions which would eventually be used for the 
second line were completed at the Regina, Glenavon, 
Gromer, Glenboro, Gretna, Viking, Clearbrook and 
Deer River pumping stations, and a- second pumping 
station was installed on the Superior/Sarnia line at 
Saxon in Wisconsin. Additional tankage was construc- 
ted at the Edmonton, Regina, Cromer and Gretna pump- 
ing stations. The cost of the 1954 construction was 
$52,030,000 and resulted in the following yearly aver- 
eee capacities: 

Edmonton to Regina 217, 00Owbxa 

Regina to Gretna 191,600 b/d 

Gretna to Superior 162,400 b/d 

Superior to Sarnia LAT eOOub a. 

1955 and 1956 Construction: The only major 
construction carried out in 1955 was the initial work 
on a program to convert the Cromer station to a major 
terminal to receive crudes from the newly discovered 
oil fields in Manitoba and southeast Saskatchewan. In 
the latter part of 1955 the Board of Transport 
Commissioners authorized Westspur Pipe Line Company 
to,construct a line to, Cromer from the area of these 
extensive new fields to the south. Interprovincial 


consequently started construction of additional tankage 


Ny 


4 Pa : a 


Reade PAB». pedavabe ~via itaf 


‘ 


evel? Ae peteia hne «niet nsewdag : 
| ii ; - va 
Pe be iW erli “AS eresegrady bie ethane ban ¢ ka 
“3 zi ) 
tread .tegost wet ap}csaigagee has, patexd « cae 


S 
v, 


a 


sii 
siigo60? ‘boan =o ghee ‘bau rolriw: anoLenh 7 


evens ED, eRLReR 4t oa bay & Lamon aTew aE 


soot teed Tish iv Raden. rodae i) ytemoxd 


“_ 
? 
& 
( 
o 
iy 
° 
. 


ui tonwa Keotes. 4s Dis 7am tete aniguwg revit isd 
starsP\aciiegee sft ae Betietenl. esw totiefa | 
-Smacon daw teats DRA AERA | patenbos EW of noes 


-qaug, satect iss capor). sete: .oe nosh? oat de bed 


_ 


1) 2h 6h oyerenca wee ‘+ 20 daoo Sah): enetieta an 
ave Vieey artwolick on th neddgaes, bas 060.660 \s2 cd 


R Pa eam 
, ob. B oiim pees hnct oe 
+.) ¢ © Pr Els t 
“ee ay 2 wien wie 


= 


ee 
. 
_ by 
4 
3 
E fs 
.4 = 
z ~ mh 
os & 
tes 4 
~ ~~ 
‘3 
ou ite 
pe re 
. ” 
vi { 
t 4 
=> a | 
' 
— 


; 4 ; 787) & re : sn § a 
Dw dle la 2IS Gri , Si L f6i Tito DOLIIAo AOL, Shtis Glick 
mas Mata ‘oLse}e. “eens sds ceeviied. al tewnotq-s fe 
Dees moe Yin OS Iie BODIITO: SVLeoet) Ov») A Bry Lurrs2 


MT Oia a 


y . ; my ~ > ta % 
¥ * spe i: TY Das ney 1h - ei oy HS ao 
' 
ReAY 44'S Os fe" = 1s reas Od 
Fw ey kee en 
LY PEGI SS At. Sag OF 4 


“sy 
mus 


iS Eva: 2G. AOL OMCTENGO | 


ANGUS, STONEHOUSE & CO. LTD. wens 
TORONTO, ONTARIO 


ence facliatiesvat this sitevin the fall of 1955) work 
being completed in the following year. 

Market growth forecast for 1957, particu- 
larly in Ontario, necessitated most of the 1956 con- 
Btructbion. “67, 30milessofs24" pipe Line (in ttollseps) 
were completed between Regina and Gretna and 52.2 milés 
of 26" pipe line (in two loops) were completed between 
Gretna and Superior, One additional engine was in- 
stalléd in’ the Cromer pumping’ station and this Station; 
with the construction of 568,000 additional barrels 
of storage capacity became a major terminal for re- 
ceiving Saskatchewan and Manitoba crude oil. A third 
pumping station was installed on the Superior/Sarnia 
Diner et-indien Rivero intMichigan,.. “The costs cieune 
1955 and 1956 construction program was $10,921,000 


and resulted in the following yearly average capacities: 


Edmonton to Regina 21, COU! Da 
Regina to Gretna 268,900 b/d 
Gretna to Superior 230,400 b/d 
Superior to Sarnia 208,800 b/d 


L057 Constructions <« Another major cep, iit 
the Company's history was taken in 1957 with the con- 
struction of 4156 mile extension of its pipe lane 
from Sarnia to the Clarkson/Port Credit refining area 
lying immediately west of Toronto, Ontario. This line, 
20" in diameter, will, with the addition of a second 
pumping station, have an ultimate capacity Of bO5s(000 


barrels per day or sufficient to supply alle foresecaple 
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crude oil needs of the Toronto area. The extension 
proe,ecu Included the Construction of av pumping sta-= 
tion and 480,000 barrels of additional storage at 
sarnia. 
in addition 32.6 miles of, ch" pipe) dine 
(in two loops) were completed between Regina and 
Gretna and 78.4 miles of 26" pipe line (in three loops) 
were completed between Gretna and Superior. The con- 
struction of these loops gives the Company a complete 
second Line (from Regina te Superior, Also adalvional 
engines were installed at each of the Regina, Glenboro, 
Gretna, Viking and Clearbrook pumping stations and 
a fourth pumping station is under construction on the 
Superior/Sarnia line at Gould City, in Michigan. 
the topal cost of the LOS) seonstrucvi on pre 
gram is estimated at $23,739,000, and resulted in the 
following yearly average capacities: 
Edmonton to Regina 235,000 b/d 
Regina to Gretna 326,500 b/d 
Gretna to Superior 352,400 b/d 
Superior to Sarnia 232,000 b/d 
Sarnia to Port Credit 109,000 b/d 
General: Expenditures in plant additions 
from 1951 to 1957 have amounted to $187,429,000 
(includes estimated total cost to complete 1957/7 con- 
struction program), which added to the initial 1950 
plant costing $73,117,000 amounts to a total expendi- 


ture in plant of $260,546,000 (includes estimated total 
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COst vO Complete 1957 construction program). 


OPERATIONS 


the description of Interprovincial's oper- 


ations which follows begins with the receipt of crude 
oil into the pipe line system from the various oil 
gatnering sources and proceeds with the movement of 
erude o1l through the system to destination, The 
FOUTe Of the Interprovineial system is snown in 
Appendix A". 

RECEDED of ols dhe recerou of (O21 by 
Interprovincial in Alberta only will be described 
as the same procedure applies at all other points. 
There are nine gathering systems in Alberta deliver- 
ing oil to Interprovincial - two at Redwater, one at 
Excelsior, five at Edmonton and one av Hardisty. ‘The 
oil is gauged into tankage at Redwater, Excelsior, 
Edmonton and Hardisty and custody is accepted from the 
gathering systems at these points on an accounting 
form termed a "Receipt Ticket" showing the tank gauges 
(depth of oil in the tank), temperatures and gravities 
and BS & W (Basic Sludge and Water) determinations 
observed by representatives of both the gathering 
system and dnterprovinclal and, siened for by them. "bes 
& Wis deductible to eive thesnet volume of erude oil 
received and must not exceed 0.5%. From this informa- 
tion the accountants caleulate the volume of ofl re- 


ceived. The oil from Redwater and Excelsior is pumped 


—l| to the Edmonton pumping station either into the line 
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moving eastward or into tankage. A quantity of 
Redwater oil is also delivered directly out of the 
Redwater to Edmonton portion of the line into tankage 
on the Trans Mountain Oil Pipe Line Company pumping 
station. In the past Redwater oil has also been 
Geliverca tO relineries av Edmonton bun none ie beins 
SO delivered ‘ac the present time: 

Delivery of oil: Deliveries are made in 
much the same manner as receipts, with representatives 
of both the delivering and receiving companies con- 
cerned witnessing tank gauges, temperatures, gravi- 
ties and BS & Wvdeterminations and signing the tickets 
Which are them sent to the Accounting Déparitmenrv for 
computation of volumes. 

Main line “operation: ' There are six types 
of crude oil received at Edmonton today: 

Redwater 
Leduc 
Britamoirl 
Pembina 
Riders lie 
Joarcam 
and three streams pumped out: 
Redwater 
Leduc (includes Pembina-Joarcam) 
Mixed Blend (Britamoil-Pembina-Ellerslie) 
The mixture termed "Mixed Blend" is made up 


in predetermined proportion, controlled by special 
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instruments regulating the rate at which the oil is 
pumped from several tanks so that the composition of 
the stream pumped into the main line will, within 
Certain Jami tavions, be unitormn, 

When Interprovincial first went into oper- 
ation the system was comparatively simple with one 
booster station at Kerrobert only required to give 
sufficient movement to the oil to reach Regina. ‘Three 
Stations only were required to move the oil between 
Regina and Superior, which was at that time the east- 
ern terminal of the line. Crude oil was shipped out 
by tanker from Superior in summer to refineries at 
sarnia and Clarkson, Ontario. During the winter suffi- 
cient oil was stored in tankage at Superior to supply 
the summer demand of the above refineries which was 
greater than the then capacity of the pipe Jane. 

Since that time the system has grown in 
four different ways: 

1. Intermediate stations have been added. 


2. The pumping capacity of existing stations has 
been increased. 


5. oops, or parallel pipe Lines» Nave peen 
laid in the existing right-of-way. 


6 fhe line has been extended Tirst tov searnis 
and then. to Toronte. 


Appendix "A" shows the principal features 


of the system as it exists today. Also listed thereon 


are the Receipt points and the Delivery points through- 


out the entire system. Receipt and Delivery Tickets 


are made out at each point in the manner already 
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descrabedu tor Alberta, 

Dispatching: In order to deliver the de- 
Sirecsamnount.of the right type of.o21 at the right time 
eo. seep Gace elineries. In. continvoms operation,..2 
great deal of planning is necessary. The amount of 
Oils required. must, be, in the pipe line passing the 
@elavery Pointer the right. time and. the volume going 
through the pipe line system will govern the time at 
WRLC Taeeoid-~ will be recelved.atl Dua destination: 

Me procedure of pumping quantities of different. types 
of OL banvo the tine one after the other is, called 
"batching". Under normal conditions there is little 
intermingling between the tail of one bateh of oil 
anGethe meadaor the mex? so. the, type, od Calmeache re— 
finery reguirca, ie delivered to itereasonably wisec 
from contamination. Refineries are designed to pro- 
duce a given proportion of various refined products 
to definite specifications and have limited flexi- 
DLL woe usecor erudes. of other types .nam tia tor 
which they were designed. For example, some refineries 
are not equipped with extensive sulphur removal systems 
hence they cannot accept a crude with a high sulphur 
content nor can they usually tolerate appreciable 
contamination of the crude delivered to them by crudes 
of another type. 

The following companies are the principal crude 
Oil purchasers: 


(a) Imperial O11 Limited 
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(ob) British American Oil Co. Ltd. 
(ec) Texaco Exploration Co. 
(d) Great Northern Oil Purchasing Co. 

Hach month the Company's Chief Dispatcher 
prepares the pumping schedule for the following month 
based upon the tenders for that month received from 
the various shippers. This schedule establishes the 
race OL pulping not only out. of Edmonton but also 
out of every other point along the system at which 
Onl is received: It aiso provides tor ‘the right type 
Of Oll.« being delivered to Gach refinery at the rignt 
time and in the amount required. At the present aver- 
age rate of pumping approximately forty-five days are 
Consumed Tar O11 tO travel from BdMOntTON To Porc Credit, 
making it necessary for all concerned to plan well 
ahead. 

Under today's conditions scheduling has be- 
come a very complicated and complex operation. The 
requirements of refineries change at short notice 
for many reasons and market demands vary with any 
material departure from normal weather or seasonal 
condi tions. 

Communications: Every pumping station and 
delivery point is connected with Edmonton office by 
teletype, thus tending to eliminate mistakes and mis- 
understandings. The stations report operating conditions 
every hour and, those with tankage, their stock posi- 


tion every two hours. A mobile radio system maintains 
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close contact with maintenance men and supervisors 
while travelling. 

Mechanical maintenance: Mechanical main- 
tenance on equipment is carried out on a planned 
schedule, usually referred to as "Preventive Mainten- 
ance", From information given by the manufacturers 
and from past experience, the rate of wear, among 
other things, can be gauged and the wearing parts 
inspected and replaced if necessary. Involuntary 
shutdowns are thus reduced. 

In planning the Maintenance Schedule con- 
sideration must be given to the Pumping Schedule to 
prevent interference with the movement of oil. In 
the majority of pumping stations a spare pumping 
unit permits one pumping unit at a time to be shut 
down for maintenance. 

Pipe line maintenance: The pipe line right- 
of-way is patrolled by aircraft at frequent intervals, 
principally to prevent road equipment, drilling rigs 
or other excavating machinery from working over the 
right-of-way and jeopardizing the pipe line itself. 
Determination of pipe line leakage is a remote occurr- 
ence. At the present stage in the life of the pipe, 
pinhole leaks from corrosion of the metal are not to 
be expected and the leaks from other causes have 
been relatively minor and infrequent. The might-o7f- 
way itself must be kept in good condition and any 


soil erosion at thaw-out or from heavy rain must be 
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repaired promptly to prevent the pipe line becoming 
undermined and breaking from lack of support. 

Maintenance crews, small in number but 
consisting of men highly trained in the use of pipe 
line repair equipment and including an expert welder, 
are located at approximately 200-mile intervals down 
the line. In the case of large jobs, two or more crews 
Gan be -conbined, 

Whey aiverarty Used to patrol the. dane a 
Canata are oi ao rupeed’ characters, “slow landing ane 
pve powered. for quick vake-ort, with a carrying 
Capacity of five men and the pilot. Key men can, there- 
fore, be moved quickly along the right-of-way as there 
ere Landing strips at each station and usually @ suite 
able Tiel weiose co ihe pipe line, 

Communication with the pipe line crews and 
with key personnel in transit along the right-of-way 
is maintained by radios from radio towers at each 
pumping station. Messages are teletyped to the nearest 
station and then sent on by radio. The antennae are 
direct to beam down the right-of-way to obtain the 
best reception possible in the area travelled by main- 
tenance personnel. Aircraft are equipped with radios 
of the Bame wave length™so that the pilots are in 
constant contact with the repair crews and pumping 
stations. 

Line fili® “Wie Time fill and) oil required 


for tankage for the whole system today amounts to the 
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substantial total of 10,000,000 barrels. . The line 
fill is owned by the shippers and furnished by them 
in volumes proportionate to each shipper's use of the 
line. Interprovincial thus has no ownership in the 
pone talisoi Out Merely retains it. in 2ts custody 
during transportation. 

ROMer “bo move oll: All put two ef Inper- 
provincial's pumping stations are powered by diesel 
engines using either crude oi1 as fuel or a combination 
of natural gas and crude oil. The remaining two are 
electrically driven; one of them at Indian River, 
Michigan, being remotely controlled from Superior. 

The ,.electric pumping station at Sarnia, however, 
employs, one Operator on shift. 

Personnel: The number of personnel at each 
pumping station varies from approximately twelve at 
the smaller stations to twenty at the larger stations. 
As the pumping stations are up to one hundred miles 
apart, it will be readily recognized that these widely 
spaced small work forces create personnel problems 
that do not normally arise when the work force 18 con-~ 
centrated at one or more larger points. 

Crossing international boundaries: The move- 
ment of crude oil through the Interprovincial system 
is uninterrupted by the crossing of international 
boundaries. As is shown on Schedule "A" the pipe line 
enters the Jnited States in North Dakota and re-enters 


Canada near Sarnia. At these points there are no 
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measuring devices or breakout tankage - the flow is 
continuous. Any necessary Customs formalities take 
place at the locations where the oil leaves the system 
either in the United States or Canada. 

une ori ference an the approach Co transmission 
of gas and oil and the reasons therefor: There is 
oneibasiedatference in the transmission of gas “and 
petroleum by pipe line. Gas pipe lines are common 
purchasers of their product whereas oil pipe Wines in 
practically every instance either are or conduct 
their business as common carriers, 

As a erude oil pipe line operator Inter- 
provincial does not profess to have any intimate know- 
ledge of the operations of a gas trunk transmission 
line. There is, however, one feature wherein we be- 
lieve the operations are very different. Gas, as we 
understand 1%, isa common stream product and iv Ws 
immaterial to the final distributor or ultimate user 
where the gas originates inasmuch as there are very 
few stipulations as to quality, the principal ones 
being the moisture content and the B.T.U. content. 

Guite the contrary’ is the isituation raat 
confronts the crude oil pipe line operator. In the 
first place he carries his shipment, not to a final 
consumer or distributor but to a refiner. The crude 
oil must then be processed before final distribution 


or sale to the ultimate consumer. With various types 


of crude oil and products being transported through 
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the pipe line it is important that the shipper receive 
essentially the same product that he tenders to the 
pipe line. Crude oils yield different products in 
varying degrees and at the same time refinery equip- 
Mentias quite often designed to handle @ particular 
type of crude. It would, therefore, be completely 
impracticable for a refiner to receive and attempt 

to run in his refinery a crude which would be incompa- 
tible with his marketing requirements or refining 
equipment. 

If a pipe line company were to attempt to 
operate in sucha manner as to supply all ‘shippers 
and/or refiners at any given point on the line at any 
given time with indefinite quantities of ail the 
Varvousmitypes \ofverude carried, 1t Leequite obvicus 
that tremendous inventories far out of proportion to 
the normally required stock would have to be retained 
on chendiv: This: would. result \in ‘millions ‘or doblars 
being invested in a slow moving inventory as well 
as in excessive tankage and other related facilities. 
The pipe line company's only alternative to eliminating 
inventories of this magnitude and the attendant tank- 
age and facilities would be for the pipe line to handle 
a single common stream of oil which would be a mix- 
ture of all types of crude received from various fields. 
Under these conditions it is very easy to realize the 
picture that would confront refiners in that they would 


experience many technical difficulties in manufacturing 
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a uniform and high quality product. Because the first 
of these procedures is obviously economically imprac- 
tical and the second is highly undesirable from an 
operating point of view it has become the common 
practice for shippers to tender exactly the type of 
crude which they desire to have delivered at the 
designated delivery point and for the pipe line com- 
Cony a operate as a carrier only. 

tite Trarses the Question Of Lire are ale 
operate efficiently the pipe line must be full of 
Oil at all times. Since the shippers want the crude 
they ship to be delivered at the delivery point on 
schedule there must be crude of that grade in the 
line - Leduc erude shipped from Edmonton cannot be 
delivered at Clarkson until the oil ahead of it in 
the line has been delivered. Therefore, the whole 
history of o11 trunk lines has been for the shippers 
to. Own the line £111, Thus: by proper scheduline ane 
dispatching when a 100,000 barrel batch of Leduc is 
shipped by a shipper from Edmonton that shipper may 
immediately have the same amount of the same quality 
Oil, delivered to him ay Clarkson. ©6 18 true. tmer me 
has substantial sums of money tied up in inventory, 
but on the other hand he enjoys a much more workable 
syatem for getting a particular grade of crude to 
the desired delivery point at the time it is needed 
than he could have if the pipe line company owned 


the fine fill. Further, the shipper really 2oses 
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nothing by supplying the line fill, because if the 

pipe line company supplied it, it would mean a sub- 
stantial additional item to be included in the rate 
base, and the tariff of carrying charges would have 


MOouve uncreased accordingly, 
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FINANCIAL STRUCTURE AND HISTORY 

Original financing: The cost of the 
original pipe line system, including the portion in 
the United States, was estimated at $85,000,000. 

A further $5,000,000 was required Lor Working Capt val. 
making a total of $90,000,000. Of this amount 20% 
was raised through the sale of capital stock and 
convertible debentures and 80% through the sale of 
First Mortgage and Collateral Trust Bonds, 

The securities sold were those of Inter- 
provincial Pipe Line Company. Lakehead Pipe Line 
Company, Inc. obtains the money it requires from 
Interprovancial. 

CAPITALIZATION 

(Upon completion of the original financing) 

Authorized Issued 


First Mortgage and 
Collateral Trust Bonds -- 

Series A, 34% due January 

it, a970 payable an 

Canadian funds - - - - - $37,000,000 $37,000,000 

Series B, 34% due January 

ie 207 OP payable in 

United States funds - - 35,000,000 355 0005 000 


Total ------- {2,000,060 
Convertible Debentures -- 
% Convertible Sinking Fund 
Debentures, Series A, due 
October 1, 1970 25,000 i000 LOG GOO 


Capital Stock -- 


Authorized - 4,000,000 shares 
having a par value $50 each, 
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4261 
of which 340,000 shares 
were reserved for conver- 
Sion of debentures - - - 200, 000 , 000 
Issued - 20,012 shares - 1,000,600 


$90,000,600 


The first 10,000 shares of stock were purchased by 
Imperial Oil Limited in August 1949 at par $50 per 
Share. Except for le qualifying shares sold to directors 
in 1949, Interprovincial remained a wholly owned sub- 
sidiary of Imperial Oil Limited until October 1949 when 
a further 10,000 shares were sold privately at par $50 
per shareas follows: 


Canadian Gulf Oil Company 2,000 shares 
Canadian Oil Companies Limited 1,000 
Montreal Trust Company {000 

10, 000 


A further 16 qualifying shares were sold 
oO directors in 1950 and 1952. 

The $17,000,000 convertible debentures 
were sold in October 1949. A total of $9,500,000 were 


sold privately at par as follows: 


Principe? 

Amount 

Imperial Oil Limited $5,500,000 
Canadian Gulf Oil Company 1 af OO), OOO 
Canadian Oil Companies Limited 850,000 
Montreal Trust Company 1,450,000 
9,500, 000 


THE CHATRMAN: Where did the Montreal 
Trust Company come in on that? 

MR, JOHNSTON: At the time it was 
expected there might be another oil company 
interested in the participation of Interprovincial 
and a certain amount of stock was put aside; sub- 
sequently that did not develop and the stock was 
sold by Montreal Trust Company. 

The remaining $7,500,000 were sold to a 


syndicate of investment dealers at $98.25. The 
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syndicate subsequently disposed of the debentures 
to approximately 5,500 individuals and corporations 
at par. Each $100 debenture was convertible into 
two shares of $50 par value stock, 

MR. FRAWLEY: May I interrupt you: “did 
you say the Montreal Trust Company bought or sold? 
L did not quite get what you said to the Chairman. 

MR, JOHNSTON: They bought it and sub- 
sequently disposed of it, 

My PRHAWLEYS That is nou the preture 
at the moment: Historically that is what happened? 

MR. JOHNSTON: Yes, 

The First Mortgage and Collateral Trust 
Bonds were sold privately to 49 institutional investor 
in 1950 pursuant to Purchase Agreements entered 
into in October 1949. The Series A Bonds were sold 
at par plus accrued interest and the Series B Bonds 
were sold at a premium of 1.81% plus accrued interest. 

The Bonds were issued under the terms of 
a Mortgage and Deed of Trust (the Mortgage) dated 
as of October 1, 1949 between the Company and The 
Royal Trust Company, as Trustee (the Trustee), by 
vVimpue ‘Or wid ch: 

(i) “a first, fixed and specific mortgage and 
charge was created upon all the Company's real estate, 
rights-of-way and other immovable properties and 
rights, and its fixed plant and equipment; 


(2) a first, fixed and specific mortgage, pledge 
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and charge was created upon all first mortgage bonds 
and shares of stock issued by Lakehead; and 

(3) a first floating charge was created upon 
ail ouner property and assets of the Company and its 
undertaking, subject, however, to provisions designed 
to permit borrowings from and the giving of security 
to the Company's bankers and others in the ordinary 
course of business. 

The Bonds were further secured by a 
Throughput Agreement between the Company and Imperial 
Oil Limited (Appendix "C") and by a further agreement 
known as the Three Party Agreement (Appendix "D") 
under which Imperial O11 Limited guaranteed the 
payment of interest and principal. 

In accordance with the terms of the 
Mortgage, the proceeds from the sale of the debentures 
and bonds were deposited with the Trustee, These 
funds were specifically designated for the con- 
struction of the original pipe line sysacem, as de- 
fined in the Mortgage, and could be used for no other 
purpose until the original pipe line system was 
completed. The Mortgage further stipulated that 
the debenture moneys were to be exhausted before 
the bond moneys could be withdrawn. 

A-total of $5,000,000 of the debenture 
moneys was immediately turned over to the Company 
upon its written request, as provided in the Mort - 


gage. These funds, together with the proceeds from 
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the sale of capital stock, were used to acquire 
physical assets which were immediately brought under the 
lien of the Mortgage and used to withdraw further 

funds from the Trustee. These withdrawals were made 

by means of property addition certificates which 

were filed with the Trustee, as provided for in the 
Mortgage. The Lakehead securities purchased by 
Interprovincial were deemed to be property additions 


and aS such were included in the certificates along 


|) with the physical properties located in Canada. 


Reimbursement was on the basis of actual cost, 

The Mortgage further provided that when 
the original pipe line system was completed the balance 
of the moneys on deposit in the Pipe Line Construction 
Fund, if any, could be used within a period of three 
years to increase the capacity of the pipe line 
System, |Failine this the.funds were to be-used) to 
redeci i secrics)A and, B Bonds: A. balancesdid.remainwin 
the Pipe Line Construction Fund upon completion of the 
original pipe line system and these moneys were in 
fact: Used.in-19541\ and 1O5e to. increase the» capacity 
of the system. 

The original construction program in the 
United States was financed by Interprovincial purchas- 
ing the following securities from Lekehead in 1949 


and 1950 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO dy 26 5 
Uva. CY. 
Capital Stock - 
4,020 shares, %50 par value & 201,000 
4% Demand Notes 200,000 


First Mortgage Pipe Line Bonds - 
34% Series due January 1, 1970 14,250,000 


Total $19,651,000 


A further $4,500,000 Lakehead 34% 1970 
Series Bonds were purchased on May 28, 1951. 

The Lakehead securities are all specifically 

i pledged with the Trustee under the Interprovincial 
Mortgage. In effect this means that the Interprovincial 
bonds are secured by the physical properties located 
in the United States as well as the physical properties 
located in Canada. 

1953 financing: Late in 1952 a decision was 
made to extend the pipe line system from Superior, 
Wisconsin to Sarnia, Ontario and to increase the 
capacity of the existing system. The cost was estimated 
at $86,000,000, Such an expenditure required a certain 
amount of equity financing as well as the raising 
Of further capital through the sale of bonds. As =a 
preliminary step to this financing it was decided to 
call the outstanding debentures and subdivide the 
@apival stock on a 1O shares for 1 basis. 

The debentures were called December 12, 1952 
for redemption January 15, 1953 and a petition was 
made to Parliament to amend the Company's Special Act 


or Incorporation. 
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By January 15, 1953 all but $18,000 prin- 
cipal amount of the debentures had been converted to 
capital stock. The holders of the remaining $18,000 
were subsequently located and as there appeared to 
beg Walid yeason in. éach,.case for their failing to 
convert, they were allowed to purchase the game 
number of shares as they would have received had they 
converted their debentures to stock. The amount paid 
for such stock was the same amount as they received 
for their debentures upon presenting them for redemption. 

On February 11, 1953 Royal Assent was 
given to a Special Act of Farliament (1952-53-C.66) 
amending the Company's Special Act of Incorporation 
and subdividing the capital stock of the Company into 
shares of the par value of $5 each. Immediately 
thereafter the new stock was listed on the Toronto 
and Montreal stock exchanges. 

The equity financing referred to earlier 
took the form of a Rights offering to existing share- 
holders. A total of 1,439,552 shares were offered 
to shareholders of record February 27, 1953 at the 
rate of two new shares for each five shares held at 
a.cprice of $18.per share. .lloshares offered, were 
sold and a total of $25,911,936 was realized. 

The balance of the required funds was raised 
through the sale by Interprovincial of $60,000,000 
First Mortgage and Collateral Trust Bonds, 4% Series 


Os. 30 VAD rad... 1973. These bonds were sold privately 
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Lov3s/( institutional investors in 1953 pursuant to 
Purchase Agreements dated February 27, 1953. 

As the major portion of the extension was 
to berconstructed in the: United States, At was 
necessary to furnish Lakehead with further funds 
in 1953. Before this could be done, however, Lake- 
head had to repay the $5,200,000 advanced it on 
demand notes. Interprovincial enabled Lakehead to 
redech ohesennotes* in December 1952 by purchasing 
a further 95,980 shares of Lakehead stock and 
$2,250,000 principal amount Lakehead, 34% Second Series 
First Mortgage Pipe Line Bonds due January 1, 1970. 

The Company then proceeded to purchase a 
further 300,000 shares of Lakehead's $50 par value 
stock and agreed to purchase sufficient Lakehead 
bonds°to cover the balance of the cost of the United 
States construction program, A total of $55,000,000 
Lakehead First Mortgage Pipe Line Bonds, 4% Third 
Series due March 25, 1973 were purchased in 1953. 
These bonds together with the stock were immediately 
pledged with the Trustee. 

The $60,000,000 4% Series C Bonds that 
were sold by Interprovincial in 1953 were issued 
under the terms of the original Mortgage as supplement- 
ed and amended. The proceeds were accordingly 
deposited with the Trustee and withdrawn by means 
of Net Property Additions Certificates. 


The sale of the Series C Bonds was 
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facilitated by an undertaking given by Imperial 
Olddiniced Ono Apriiyl; 19s3e(Appendixie' Qe ein 

this undertaking, which remains in force as long 

as any of the Series C Bonds are outstanding, 

imperial agrees that to the extent it causes crude oil 
from Alberta, Saskatchewan or Manitoba to be 
transported to Sarnia, it will tender such crude oil 
to Interprovincial for transportation through the 


pipe liné system _to Sarnia. 
---A short recess. 


THE CHATRMAN: Gentlemen, the Commission 
will resume its hearing. 

MR. JOHNSTON: 1954 financing: The ex- 
pansion program undertaken in 1954 called for further 
financing. An additional $30,000,000 appeared to be 
required and this amount was raised through the sale 
by Interprovincial of $30,000,000 First Mortgage and 
Collateral Trust Bonds, 3 5/8% Series D, due April 1, 
1974. The Series D Bonds were issued under the terms 
of the original Mortgage, as supplemented and amended, 
and sold privately to 25 institutionai investors at 
$100.354 per $100 principal amount plus accrued interest. 
The proceeds were accordingly deposited with the 
Trustee and withdrawn by means of Net Property 
Addi tiong Certificates. 

A further $5,000,000 Lakehead 4% Third Series, 


First Mortgage Pipe Line Bonds were purchased by 
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Interprovincial in 1954 together with $8,000,000 
Lakehead 3 5/8% Fourth Series Bonds, due March 25, 
1974. 

No further financing has been required. 
The construction programs undertaken in 1955, 1956 
and 1957 were financed from the cash resources 
of the Company. 
Capitalization as at December 31, 1957 


INTERPROVINCIAL PIPE LINE COMPANY 
(Consolidated ) 


Long Term Debts: 


First Mortgage and Collateral Trust Bonds - 
Authorized - no fixed limitation 


Issued Redeemed Outstanding 
Series A-34% 
due January 1, 
1970 payable in 
Canadian funds -$ 37,000,000 $ 6,657,000 $ 30,343,000 


Series B-35% 

due January I, 

1970 payable in 

United States. 

funds - - - - - 35,000,000 5,554,000 29 , 446, 000 


Series C-4% 

due April Leio7s 

payable in United 

States funds - — ©0,000,;000 ~ 3,332,000 "569600, 000 


Series D-3 5/8% 

due Apré1 1, 1974 

payable in United 

States funds - - 30,000,000 850, 000 29 5150, 000 | 


$162,000,000 $16,393,000 $145,607,000 646% 
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Capital Stock and Retained Earnings: 
Capital Stock 


Authorized - $200,000,000 divided into 
40,000,000 shares - 


$5 par value 
Issued - 5,056,533 -$25,282,665 


Premium on shares - - 19,079,846 
Retained Earnings - -_ 22,268,332 66,630,843 31.4% 
Total Capitalization - - - - $e2e.6a7 /elastoo res 


Note: The First Mortgage and Collateral Trust Bonds 
payable in United States funds are recorded 
in the books of account’ in terms of Canadian 
currency at the rate of exchange in effect on 
date of issue. For purposes of this statement, 
however, they have been shown at par. 

Operating statements 1951-1957 (inc. ) 

The operating and financial results for 
the years 1951 to 1957 inclusive are summarized in 


Da hereto. 


Appendix 
Capital stock - principal shareholders and distribu- 
tion as at December 31; 1957: As at December 31, 


1957 the outstanding capital stock of Inter- 


provincial Pipe Line Company was held as follows: 


(See next page for table) 
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Number of 


Name onares PeluIPerucent 
iioer a MOL Limited = — - 1,680,000 33.22% 
The British American Oil 
Company Uineved ia so —.2 360, 000 ee 
Canadian Oil Companies 
Comical. Bh Lee 100) doom! manigse 
Total held by oil . 
companies - - ---+- 2,140,000 - 42.32% 


Others - all less than 
100,000 shares - 2,910,522) 81,68 


5,056,533 100.00% 


Shareholders Shares Percent 
Canada - ------ - - 9,938 3,981,098 fou ae 
United States ------ LiGae, “1,000; 373 19.94 
Gther commtrires = Sos 140 SPL OGe ASS 


15966 15, 056, 538 9900 R007 

Employees Incentive Stock Option Plan: In April, 
1954, the Company asked for and secured the sanction 
of the shareholders to initiate an Employees In- 
centive Stock Option Plan whereby at the discretion 
of thé Board of Directors unissued shares of the 
capital stock of the Company might be optioned to 
key employees. As far as Directors are concerned, 
their participation was limited to those who were 
or might be ruil Paine employees. The shareholders 
approved the granting of a total of 50,000 shares 
of Company stock under this Plan which represented 
slightly less than 1% of the outstanding stock at 
that time. 

Under the Plan stock options may be 
granted from time to time with the provision that 
they be exercised in full or in part up to moa 


1964, The option price has been designated as the 
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eLOsing price om the Toronto Stock Exchange the day 
the options are granted. 

Between April 1954 and January 1, 1958, 
42,800 shares of the allowable total had been granted 
to full time key employees, leaving a balance of 
{,ce00 shares which may be optioned at the Board's 
discretion between the present time and the expiration 
of the option period. 

tne underlying purpose of the Steck Optien 
Plan was to provide some measure of future financial 
security for key employees who might not be able to be 
be so compensated under today's heavy tax conditions. 
It was also intended that younger employees -- particu- 
larly those with professional degrees -- having a 
personal stake in the Company might thus be encouraged 
to remain in the employ of the Company and at the 
same time implement their interest in their respective 
POSLe Pons. 

ECONOMIC ASPECTS 

Tariff structure and history: .lnterprevin= 
cial and its wholly owned United States subsidiary 
Lakehead Pipe Line Company, Ince. are engaged ex- 
clusively in the transportation of crude petroleum 
by pipe line at established tariffs. 

ESTABLISHMENT OF FIRST TARIFF RATES: The 
rates per barrel that were established in the. first 
instance were based on the assumption that the 


original pipe line system from Redwater to Superior 
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would cost $85,000,000. They were specifically 
calculated to produce a reasonable return on this 
investment at the initial as well as future through- 
puts. This was considered essential in view of the 
risks involved. 

Crude oil pipe lines are very costly and 
perform only one function -- the transportation of 
oil for account of others from established producing 
areas to established markets. They assist materially 
in developing new markets but they are not masters 
of their own destiny. Their economic life is entirely 
dependent on the life of the oil fields they serve 
and the demand for this crude. The discovery of oil 
closer to the markets served, or the sudden depletion 
of reserves in the oil fields to which they are 
connected, can be disastrous. As an example, one has 
only to examine the experience of Interstate Oil 
Pipe Line Company and Ajax Pipe Line Company in the 
United States. 

Interstate Oil Pipe Line Company constructed 
a pipe line from Tulsa, Oklahoma to the Gulf of 
Mexico which was the logical outlet for Oklahoma crude. 
This line became inactive when oil was discovered 
in the Gulf area. Looking for an alternative market 
for Oklahoma crude, the Ajax system was built from 
Tulsa to Illinois, The capacity of the sytem was 
approximately 80,000 barrels per day and the operation 


was extremely successful until oil was discovered 
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in Tllinois, With this discovery that line too 
pecame inactive. Both lines were used during World 
War II but since then have remained relatively 
inactive. 

Inverprovineial published (Us Tersvteariire 
November 10, 1950 as follows: 


Rates in cents (Canadian currency) per barrel 


From 

Delivery Points Redwater Edmonton 
Edmonton, Alberta ae ~ 
Rosetown, Saskatchewan oni 19 
Moose Jaw, Saskatchewan 285 264 
Regina, Saskatchewan Gir 29 
Souris, Manitoba an 39 
Gretna, Manitoba 4.6 Ady 
Superior, Wisconsin 56 54 


Tanker loading charge at Superior - 34¢ per barrel 
These rates were made up of a fixed basic 

charge per barrel plus an additive based on mileage. 
When a barrel of oil is tendered to a pipe line 
company for shipment certain basic expenses are 
immediately incurred by the company and these 
expenses remain constant whether the oil is shipped 
ten miles or one thousand miles. Expenses incurred 
in receiving, gauging, storing preparatory to 
shipping and making the necessary accounting entries are 
a few examples of such expenses. Practically 
all these expenses are repeated when the oil is 
delivered out of the system. It was to cover these 
inherent costs that the fixed basic charge per barrel 
was used as a component of the total charge. 


a The additive was arrived at by multiplying 
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Ela) 


the barrel mile factor (a fraction of a cent per 
barrel) by the number of miles involved in the 
specific movement. The barrel mile factor was 
derived by first calculating the required annual 
revenue; deducting from this amount the revenue the 
basic charge would produce; and dividing the balance 
by the number of barrel miles (one barrel mile 
equals one barrel of oi1 transported one mile) that 
the estimated throughputs from each receiving point 
to each delivery point would produce. The required 
annual revenue was the amount required to meet all 
operating expenses, service the debt, provide for 
depreclation,and realize a reasonable profit.after 
Providing Tomuancome, taxes. The results of these 
calculations were then plotted as a graph from which 
a tariff curve was developed. 

i& as, obvious that. whensa fixed basic’ charze 
is included as a component of the total charge the 
average rate per mile is higher for short hauls 
themiiowsione Naule.this was reflected in the vantes 
curve and also in the Company's first tariffs and 
is in accordance with accepted principles used in 
establishing, tariffs for pipelines. 

The discovery of oil in Manitoba led to 
the installation of receiving facilities at Cromer, 
Manitoba and the publishing of rates on September 20, 
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Rates per barrel 


Cromer to Souris 5a¢ 
Gretna We 
Superior ie 


REDUCTION OF TARIFF RATES, 1952: The 
varkiacg previously listed remained in effect until 
October 15, 1952, when in the light of increased 
throughputs and the fact that the original pipe line 
system had been completed at a cost of $72,000,000 
(estimated $85,000,000), the basic rates from Red- 
water and Edmonton to Superior were reduced by 10¢ 
per barrel with proportionate reductions (approximately 
17%) in all other rates. The only exception was the 
rate from Redwater to Edmonton. This rate remained 
at 34¢ per barrel until July 1, 1953 when with 
the advent of deliveries to Trans Mountain O11 Pipe 
Line Company it was reduced to 2¢ per barrel. 

Rates from all established receiving points 
to a new refinery at Wrenshall, Minnesota were pub- 
lished on October 15, 1952. The rates quoted were 
identical to Superior. 

TARIFRS TO SARNIA, “ONTARIO: When che 


extension to Sarnia was conceived it was recognized 


that the Company would be obliged to meet tanker 
competition. Therefore, the rates to Samnia were 
set at 20¢ per barrel higher than corresponding rates 
to Superior ‘and published on July 1, 1953. 

ADJUSTMENT OF TARIFFS FOR SHORT HAULS, 1955: 


The tariffs that were established in the first 
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instance were based on the assumption that most, 
Paget aes OF Che old, that. Interprowincial would 

be called upon to transport would be tendered at 
Redwater or Edmonton and that most of it would be 
consigned to Superior. Towards the end of 1954, 
however, it became apparent that substantial 
quantities would be tendered at Cromer, which would 
reduce the length of the average haul, and that 
additional receiving points would have to be estab- 
dished. The effect of these changing conditions 

was examined and it was determined that the 
established short haul rates were not producing 

their fair share of the total revenue. A minimum 
charge of 8¢ per barrel for the first 100 miles, with 
increases by broad steps, appeared to be indicated 
and this method of establishing tariffs was adopted 
on January 1, 1955. The rates from Cromer were adjusted 
to this basis but all other established rates were 
left unchanged. 

ADDITIONAL CHARGE FOR HEAVIER CRUDES: 

he Interprovincial pipe line system was designed 

to transport light gravity crude petroleum, such as 
Redwater. If heavier crudes (more viscous) were also 
to be transported the designed capacity could only be 
maintained by the installation of additional and 
expensive facilities. The Company was quite prepared 
to make these modifications but felt that the shippers 


of the heavier crudes should bear the extra expense. 


eet 


mkooe & + SHES vi eine oth, Bot engde sist cleat’ 
e git \ { odabe tans Le Leyaad Tog 2. 2D) as Tailo ‘ 
Lions. redaa. vegeta .bsout aseks Tonk -: 
ans gow aUitest paldatidetes %o-Sohtsn eine base! 
, VST IIB. of ‘TSie, a SMILE GM ky BOIRL acit ear ef of vires l nto oh 
W. Botet Dede seo wemte Lie Tu 


c = 7 
. i> = i 


ttahiates i, sa ae : 


ae 


i a 
tka Felon lyoriniednk teskt fifa. ‘eft Ne 


7 7 deus 


» borabnet: sd ofow- srpcianesy od nog t 

a’ fipiw df Ud. Footer eas bra mot nom. r0 “a 3 
Nel ye Sas eoniz: apanyct ee borat 
(atvnsieacde init tnptegda.: pene 20k :aevewerterl 
Hieow okey. temo tS POE ad Siuomastedinsey: is 
jet, Sie,.<Lyar ssageve One ay diinciet aitopeuene 
Letotgtpbe® | 


| 


~% 4, 6. wre 4 — epi Sm he OO) eoetn - erty 
(OLAS LHOS AIL BIBNO 8860s 10 TH6LIS OL berati 


iaits sd ot ated Dfvowcetatod gatvtsse: 


Lay 


jd. Gory. Daalonsded-eau df baw hemisudxe pet 


} 


| 

: | 

\Lowhows i or. stey-aetan tell teods hedetid. ates" a | 
a él 

. ! 


Rei weatege: ek! gate Teflonevorg 


ithe So ngitetiatent edt 24 
Sine. 5 a eae ast mac tee eis yf SET tw 4 
Lap ae EAE TORE ke GF et AF de ste ae 


OSMNGKS P4745 943 <tead, hivore oe buen re 


Ps ‘ 
YF. WO. eee 


4e78 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Accordingly, when it became apparent that heavier 
erudes would be tendered for transportation; the 
Sovaveisnied nates were specificahly Wimited to tight 
sravity oil and an additional charge for heavier 
erudes was initiated. This was done on July 16, 1956. 

TARIFEY RATES PRESENTLY IN EFFECT: The rates 
per barrel presently in effect are as follows: 

heave an Centesiper Baprelsiior Ligiy* 

Crude Petroleum 


(*Having an A.P.I. Gravity in 
Excess of 30° at 60° Fahrenheit) 


From 
Delivery Points Redwater Edmonton Hardisty 
Edmonton, Alberta 2 ~ - 
Milden, Saskatchewan 185 164 ine 
Moose Jaw, Saskatchewan 234 214 18 
Regina, Saskatchewan 205 eB 20 
Souris, Manitoba 34 32 28 
Gretna, Manitoba 3 36 32 
St. Paul, Minnesota 4.6 dL 2 
Wrenshall, Minnesota 146 YL AT 
Superior, Wisconsin 6 Hoy At 
West Branch, Michigan 6143 593 564 
Bay City, Michigan 63 61 58 
Sanna, Ontawno 66 644 61 
Clarkson, Ontario 74 fee 69 
Port Credit, Ontario TH ie 69 
= From 

Delivery Froints. Kerrobert HKegina.” Cronies 
Edmonton, Alberta S - = 
-Milden, Saskatchewan 8 - - 
Moose Jaw, Saskatchewan 12 - - 
Regina, Saskatchewan 16 - ~ 
Souris, M.nitoba ou 16 8 
Gretna, Manitoba 28 20 ve 
St. Paul, Minnesota 38 - 28 
Wrenshall, Minnesota 2 Se 28 
Superior, Wisconsin 3 32 28 
West Branch, Michigan 535 Wed 433 
Bay City, Michigan 55 Ho 45 
Sarnia, Ontario 58 De 48 
Clarkson, Ontario 66 60 56 
Port Credit, Ontario 66 60 56 


5 ned % 
Tanker loading charge at Superior - 3s¢ per barrel. 
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The extension of the pipe line system to 
Port Credit again brought Interprovincial into 
competition with the tanker trade. The pipe line 
CGarwetonwere therefore published on July 2, 1957 at 
8¢ per barrel higher than the corresponding rates 
to Sarnia. 

the joint rates to delivery points in the 
United States and Ontario are payable 47% in Canadian 
currency and 53% in United States currency. Prior to 
January 1, 1956 the rates were all payable in Canadian 
currency. This change was made to assure the Company 
of a continuing supply of United States dollars with 
which to service its United States dollar debt and meet 
its operating expenses in that currency. 

JOINT TARIFFS WITH OTHER CARRIERS: Rates 
quoted to St. Paul are joint rates with Minnesota 
Pipe Line Company. They were first published on June. 1, 
1955, and are identical to rates quoted to Wrenshall 
and Superior. This was done to enable Canadian crude 
oil to compete with American crude in the St. Paul 
market, 

Interprovincial and Lakehead have also 
entered into the following joint tariffs for the 


transportation of medium gravity crude petroleum: 
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TARIFF SCHEDULES: The tariff schedules 
published by Interprovincial that are currently 
in effect are included herein as Appendix "G". 
Lakehead participates in the joint rates to delivery 
points in the United States and Ontario but has not 
DedmorcracLom CO DUbIi sh 42 tariff. 

COMPLAINT OF INTERNATIONAL REFINERIES, 
INC.: So far as is known to Interprovincial there 
has been only one instance, since the enactment 
of The Pipe Lines Act, in which a shipper has 
complained to the Board of Transport Commissioners 
Tor. Canada, scainst the rates. listed in ayparri © 
published by an extra-provincial pipe line company. 

This case arose in 1956 when a shipper 
over the Interprovincial system requested the 
disallowance of the published tariff rate to 
Wrenshall, Minnesota upon the ground that it was 
unjust, unreasonable and discriminatory and in 
Violation of Section 43 of The Pipe Lines Ace. 
The shipper's complaint further requested that the 
Company be declared a common carrier under the 
provisions of .Section,39,0f the Act, In a sup 
sequent pleading the shipper alleged that the 
Company.liad, no right to. enter into. joint tariiis 
with other carriers unless such carriers also 
operated under The Pipe Lines Act, 

This complaint, in-essence, challenged the 


right of ja pipe line company operating under The 
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Fiupe Gines Act to have any flexibility in its 
tariffs or to quote competitive rates to compete 
with other modes of transportation into any given 
area. 

The case washeard by the Board of Trans- 
port Commissioners for Canada on March 19, 20 and 21, 
1957. At the conclusion of argument judgment was 
reserved and was subsequently delivered on April 
25, 195f. The reasons for judgement are reported 
in 75 C.R.T.C. commencing on page 68 and are summarized 
on paces 7> and 76. In brief, the Board found thar 
the Company had the power to publish competitive 
rates, and to enter into joint tariffs with other 
carriers and that the rate complained of was a Bets 
competitive rate and did not constitute unjust 
dascriminavion as alleged. Further the Board de— 
elined, in the circumstances, to declare the Company 
a common carrier under the provisions of Section 39 
or che Rov. 

The complainant moved before the rota 
Judge of the Supreme Court of Canada for leave to 
appeal te that Court from the Order, of the Board of 
Transport Commissioners for Canada. The motion was 
heard by The Honourable Mr. Justice Rand on June 7, 


1957 and om June 22, 1957 he delivered judgneny 


dismissing the complainant's motion. The reasons 
for judgment are reported in 75 C.R.T.C. commencing 


at page 114. 
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The advisability of producing and refining 
companies owning shares in crude oil transmission 
pipe Janes: It is this Company's submission that 
it is highly beneficial for producing orrefining 
companies to hold shares in oil pipe line companies. 

In the first place oi pipe Lines do. not 
deal with the public direct, ahey are: the Link 
between the producing and refining branches of the 
CE mndiwsury., Tie oul pipe line company depends 
entirely for its revenue upon the oil shipped over 
its line by its shippers, most of whom are eLltner 
producers or refiners, The management of the pipe 
line company must at all tines keep abreast of new 
discoveries in the producing areas, and of the re- 
quirements of the various refinery areas, as wedi 6°56 
new developments generally in the petroleum industry, 
in Order to have facilities available adequate to 
serve the petroleum demand. 

“hen producers or refiners are sub- 
stantial shareholders of @ pipe line company dae 


quite common for them to be represented on the pipe 


line company's Board of Directors. In this way the 
pipe line company enjoys the benefit of the knowledge 
and advice of competent oil company operators, has 
the benefit of over-all advice on the producing and 
marketing picture and thus has some sound basis upon 


which to plan for the future, 
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im whe case of this. Company the initial 
incentive and capital necessary to complete the 
planning and engineering and to commence construction 
was orovided by Imperial O11 Limited, which company 
at that time owned a very large percentage of the cil 
theretofore discovered in Alberta. It is common 
practice for prospective users of a pipe line to 
furnish throughput guarantees or deficiency agree- 
ments to assure the success of any necessary Panancine 
of the pipe line. Imperial O11 Limited provided such 
Suarantees in the case of Interprovincial (Appendices 
Bian my and ey. 

It is only through expanding markets and the 
continued efforts of producing companies that new 
areas Of petroleum are discovered. If these efforts 
are to be continued on an undiminished basis it is 
very obvious that these companies require a market 
for the petroleum and a means of getting the petroleum 
to that market, Should they be prohibited from partici- 
pating in the financial ownership of transmission 
lines a great deal of the necessary incentive to 
broaden producing horizons would be stifled, 

The most <common, and -perhaps,onLy., CGritacasm 
that could be directed against producing or refining 
companies holding shares,in: pipe line transmission 
companies is, that through. control of they pipe Tine 
company. there may be a tendency to operate it for 


their own benefit. at the expense of other shippers 
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and the public. Insofar as oil Piven iiies< in Canada 
are concerned such a type of operation is Clearly 
prohibited by Part IT of The Pipe Lines Act, and 
the Board of Transport Commissioners for Canada is given 
full authority to regulate and control any such abuses 
in the unlikely event that they should ever arise, 

It. is also desirable that the PUbiie be 
given an opportunity to share in the ownership of 
major crude oil transmission pipe line companies and 
thus contribute to, and be in a position to share in the 
benefits of, the development of the country. Im tins 
connection it should be pointed out that the pupae has 
provided a substantial portion of the necessary funds 
for Interprovincial's original line and subsequent 
extensions. It is, therefore, essential that the : 
interest of the private or public investor -- and the 
incentive for attracting further private capital for 
extensions and new lines -- be protected by 4, fair 
ReWatiron Mis investment! Tt is aint Hoes that, in 
Canada, the financial data made available to him 
through annual reports and statistics rendered to the 
Dominion Bureau of Statistics is an adequate safeguard, 

PROSPECTS FOR EXTENSION TO MONTREAL MARKET 

Mr. Chairman, since this was written, was 
prepared, in January, the picture has changed somewhat, 
and riewi BDvread this section eas tors written 2 mie 
brief, but: following that I would “like to make’ a short 


Statement on the same subject. 
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THE CHAIRMAN: Quite all right. 

MR, JOHNSTON: Considerable comment has 
appeared in the press in recent months on the desir- 
ability of a pipe line to serve the Montreal refin- 
ing market with Canadian crude. Because this is such 
Se ically eontroversial and timely subject, inter- 
provincial wishes to set forth some of the facts 
regarding such an extension as viewed strictly from the 
Ssvandpoint..of a pipe line. company. 

The refineries in the Montreal area have a 
present refining capacity of approximately 250,000 
barrels per day. Any pipe line system to serve the 
Montreal area should be designed with sufficient ultimat 
capacity to permit it to eventually supply a market 
of at least this volume. While initial throughputs 
might be somewhat less, a pipe line system to ultimately 
serve a market in excess of 200,000 barrels per day 
to be economically sound would need to be a major 
diameter pipe line and would require a minimum throug- 
DUcwMaLeeround,.. 50,000. barrels per day. Tto26 only wen 
throughputs and pipe line capacity of this nature that 
the most economical transportation can be provided. 

Assuming for the purpose of this submission 
that Interprovincial would be the pipe line company tO 
undertake the project, serving the Montreal refining 
market would mean not only the extension eastward 
of the present Interprovincial system to Montreal but 


also paralleling most of the present line west of 
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Toronto in order to provide sufficient capacity for 
the increased throughput. It might not prove 
necessary to construct this entire new line all 

the way from Western Canada to Montreal at one 

time as such a system could probably be pullin 4 
step-wise expansion program; however, it would 
ultimately result in a third major diameter line 
from Western Canada to Superior, a second line from 
Superior to Toronto and the extension from Toronto 
to Montreal, 

If and when a pipe line to Montreal igs 
to be built, it is reasonable to assume that Inter- 
provincial could logically provide the most economical 
transportation of crude from the western provinces, 
By operating and utilizing certain DOYrtions of the 
Company's present facilities between Edmonton and 
Toronto, such as rights-of-way, maintenance and 
patrol equipment, operating and maintenance personnel 
and Head Office facilities, Interprovinecial could 
provide transportation of crude at lower cost than 
could a separate pipe line running direct from 
Alberta to Montreal. 

The estimated investment required for the 
modification and extension of the Interprovincial 
facilities with capacity to provide for a 200-250,000 
barrels per day market at Montreal could be up to 
$240,000, 000. 


A major expenditure of this magnitude 
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could only be undertaken through additional borrow- 
ing 2nd financing outside of the Company's present 
resources. Before such a project could be undertaken, 
In Ores tO justify this project to lending in- 
stitutions and financing sources the Company would 
naturally need to be assured that sufficient throughput 
would be available. This assurance would need to be 
in the form of long termthroughput agreements with 
the various refineries at Montreal, guaranteeing a 
minimum throughput sufficient to pay out the necessary 
investment for the project. Further, if the line is 
to be built on an economically sound basis, there 
would also need to be sufficient assured long term 
reserves of crude in Alberta, Saskatchewan and Manitoba 
to provide an adequate crude supply over the long 
range period. 

The pipe line tariff necessary to support 
a line to Montreal would, of course, be dependent upon 
the line size, the estimated throughput for Montreal 
and, to a certain extent, the utilization of the 
balance of Interprovincial's system, For these reasons 
it is rather difficult to suggest an estimated tarift? 
without a number of qualifying conditions, However, 
it is believed that for a throughput of 200,000 barrels 
per day to Montreal on a year-round basis, a reasonable 
tariff could be developed. 

With assured long term throughput agreements 


with the Montreal refineries and adequate proven crude 
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resources in the West, Interprovincial as a con- 
Sidered business venture would be willing to consider 
the extension of its pipe line facilities to serve 
Montreal, thus providing another major market outlet 
for Canadian crude oil. It will be observed that no 
attempt is made here to explain or outline the various 
economic and political problems that confront the 
petroleum industry in the study of this problem, it 
is submitted that the answers to these serious questions 
do not lie with the pipe line company. 
THE IMPACT OF TAXATION AND ENCOURAGEMENT 
REQUIRED FOR INCENTIVE: The present income tax structur 
is such that pipe line companies are not permitted to 
claim capital cost allowance (depreciation) on rights- 
of-way. The Company has approximately $3,000,000 
invested in rights-of-way which it feels it should 
be allowed to amortize over a reasonable period. 
Although there can be no question but that 
the rights-of-way or easements of a pipe line company 
constitute an interest in land nevertheless they 
differ materially from a fee simple interest. 
As has been mentioned in the sub-section of section 7 


entitled "Tariff Structure and History" the economic 


life of a pipe line is uncertain depending upon the 
depletion of the oil fields it services and changes 

in markets served by those fields. Once the pipe line 
has lost its economic value, the rights-of-way in which 


16°28 daid are likewise valueless. Therefore, Le ie 
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submitted that pipe line companies are entitled to 
a capital cost allowance on their rights-of-way. 

With your permission, sir, I would like 
to add this statement. 

Page 36 of Interprovincial's Submission 
contains a statement concerning Prospects for 
Extension to the Montreal Market. As we indicated in 
the opening paragraph of this statement, it was 
included in our Submission because of theconsiderable 
comment which had appeared in the press on the de- 
sirability of a pipe line to serve the Montreal 
Market with Canadian crude. 

Our statement in the Submission was actually 
prepared in January and since that time the project 
has become one of public debate. We understood a 
submission would be made to this Commission advocating 
the necessity of building such a pipeline and we were 
informed that economic and engineering studies would 
be presented bearing on the feasibility of the project. 
It was therefore considered that it might be helpful 
to the Commission, as well as consistent with my 
Company's policy of trying to keep abreast of possible 
developments affecting its interests, to consider 
solely from the standpoint of a pipe line company the 
Various factors involved in. such a project... These 
factors include among other things probable costs 
of construction) financing, throughpuve) and “terifos. 


he estimated costs which we have developed 
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are not in the form of a detailed engineering 

report, rather they represent preliminary studies, but 
the data has been carefully considered and we are 
pleased to provide the Commission with our thoughts 

on the suodject through evidence of witnesses 

present at this hearing. 

It will be appreciated that we have not 
carried out physical surveys of the alternate routes, 
but our estimates are based on an extensive know- 
jedge of the terrain. and on our experience in 
construction and operation in similar circumstances, 

We submit that a project of this size has many 
facets. However when viewed from the standpoint of a 
transportation company it must of necessity remain in 
the category of a business venture. It is our 
considered opinion therefore that such a pipeline 
can be financed only through the medium of a through- 
put guarantee furnished by shippers who might be 
interested in processing Canadian crude in the 
Montreal area, 

Our studies up to this point have covered 
three alternate pipe line routes to Montreal. 


T Via Sarnia = in effect. an extension of the 


present Interprovincial system, 


ah moube via the. soa, 


3) an'all Canadian route, 
Our estimated costs vary from $252 million 


for the Soo route to $319 million for the all 
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Canadian route. We believe that with a guaranteed 


throughput of 150,000 b/d the tariff on the Sarnia 
and Soo routes might be about 70¢ per barrel. On 
the all Canadian route it would be something 
higher -- approximately 73¢. As volumes increased 
over the years these tariffs could probably be 
reduced. 

MR, FRAWLEY: That is the 70¢, Mr. 
Johnston, from Edmonton to where? 

MR, JOHNSTON: Montreal. 

THE CHAIRMAN: Thank you very much, Mr. 
Johnston. 

What do you suggest, Mr. Pattillo? Do 
yOu wien cto carry ~-on for a vihie Tis at te rnoon 
or would you prefer to commence in the morning? 

MR, PATTILLO: I think thatthere are 
one or two phases I might just deal with now. 
It may be I won't be able to get the information 
at this stage and it can be given to me in Tie 
morning. 

Mr, Johnston, would you please turn to 
page 30 of your brief? 

MR. JOHNSTON: Yes, sir. 

MR, PATTILLO: You show there that NO , 32% 
of the shareholding of the company is owned by 
three oil companies. In connection with Imperial 


Oil Limited, do you know anything about the per- 


— centage shareholding of that company? 


te) er ve 
f Th 1s Basie 
aaa am > ai ae oe ou Fug 
ae po 

be ie usad “acy yer onde an ne: 
pe an 


. ’ p open 
ghiyreskor ‘es ilsiebh ef sauer eis J 
= § el i 


+ PS be , . ‘ by ‘ - Pi 
7 -" yous im OV Gn ey wistanreores baa ~ tony wo om 
| 7S Nebo %, sae ay rind seedt ovaay is ae 


ers 


at 


fr DOD 00S 

bot ott as ae Adware il 7 

desi BF noeehet weet noventos 
Attest YROTeOC ” 4K 

ty ’ ergy nN inte " Vf MATAMS Se I 

wdotentok | 

Poy aS. Sagas ub ob Yar . 


eo ‘ ~ a ‘ 


omy is ivy =i) @ eee me Aerves OF Hehe oe 


— 


— ,» é “4 to etd voy 6 teow =H 


“ < _—s ’ 
| 7 \ ‘ 3! 7 St aot 78 
| «ST EITTOM 
a SRT re Foe cae eee a r 
4 ipa Pen ee sit a ay 5 sti if i 
™ y gl + > git om > “a oat . > My 7 
. we 4 “ aT aa 107 % @ dy bel 4 j eye Cle 9 Sh 
* “4 4) ae. “4 > 
t i } Oy aU ve 228 
> 
| | rs 
vo ey aa 
Pe Z ‘ ~~ Pe Li 
' : 
i ’ oo . ‘ ay ™ ‘ as y o, 4 . 
‘ lw '‘QSew | i Foley we { prin 


jany citi ¢ ieanhot fi aa brikéiitis To Sarid 
i 


FI, Steere enor ee Ob 
“Manton * +igieg* oie ‘yenhioalba 


=v ry we . pe n 


7 7 p= 9 


ANGUS, STONEHOUSE ®& CO, LTD. Psa 
TORONTO, ONTARIO 4 rei fe 


MR. «JOHNSTON: «.Their stock? 

MA. SPATTILGOs, Yes? 

DMR, POHNSDON: « Yes,. sim. he majority 
Ole SLOCk 2 s-helds- 1 believe... by, Standards012 
Company, New Jersey. 

MR. PATTILLO: And the second company, 
the British-American O11 Company Limited, do you 
know anything about the shareholdings of that 
company? 

MR. JOHNSTON: I believe that the control 
of British=-American ws. in..the Rands; of. Gulf .in 
Pittsburgh, 

MAS PATTILGLO:.. And Canadian O12, Limited, 
do you know anything about the shareholding of 
that company? 

MR JOHNSTON: Not. very cdefiniteiy. 1 
believe that is probably a Canadian controlled 
Soupany, don't Ghink theréenis any oucside jmverecr. 

MR. PATTILLO: You show that 57.68% of 
the shareholdings are held by persons having shares 
of less than 100,000. 

Mr. miOHUNSTON:) aYes..) S22. 

MR, PATTILLO: Is there anybody on your 
Board of Directors representing any of those share- 
holders? 


MR, JOHNSTON: PRN oars We 


MR. PATTILLOn How many directors nave you: 


MR, JOHNSTON: We have nine directors. 
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We have four directors from Imperial O11 Limited, 
one director from British-American, one director 
from: Canadian O11, that is a total of six; myself 
and two’ outside directors, not associated with 
entice oul ‘conpany, 

MR, PATTILLO: Who are the two outside 
directors? 

MR, JOHNSTON: Mr. Denzil Walker of 
Woou aiGendy and ‘Mr’. Roberto, “Held of London bite 
Insurance Company. 

MR. PATTILLO: And Mr, Walker of Wood, 
Gundy -- did they have anything to do with the 
financing of the company? 

MR, JOHNSTON: Ves, Cey dieu woods 
Gundy and McLeed, Young and Weir were the leaders 
in our financing and the other financing which we 
have done. 

MR. PATTILLO: But Mr. Reid had nothing 
whatever to do witn the creation of the company in 
any way. 

MR, JOHNSTON: Nouns le. 

MR, PATTILLO: When we were dealing with 
the submission of Trans-Mountain in Victoria, Mr. 
Morrison, the president of that company, told us that 
his company made no effort to increase the volume of 
OLbeeeing hroveh Tte-line by contacting; refiners 
or producers, What has been tne policy of Inter- 


provincial an thac connection? 
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MR, JOHNSTON: When we forecast our 
monuniy throughputs, those. figures, of course, 
are derived from contacts, from shippers. Quite 
often during the month and on short notice those 
cphrougnputs are reduced. We are advised very 
quickly and suddenly. It always comes as a shock 
and, while we may not be surprised anymore, we 
seq to be, * We try wo find outrine reasomstov 
the curtailment of the throughputs. It usually 
develops that, on schedule, we find it has resulted 
from the refinery being shut down at an unscheduled 
time. Recently, the refineries either found them- 
gelves long on crude or their products had not 
moved to the extent anticipated in their forecast. 
When these curtailments occur, we do try to find, 
from the shippers, the reason. 

MR, PATTILLO: Have you approached any- 
pody in Canada who is a refiner that has nou pecn 
shipping over your lines, to find out why they have 
not been doing it? 

MR, JOHNSTON: We have tried, for over a 
wear, tO inverest the Sun O11 Company in taking 
Canadian crude to a greater extent than they have 
at the present time. It is only in the last-aew 
months that they have taken any Canadian erude what- 
soever. At the present time I believe it (1s aboue 


5,000 barrels a day that they are running at SernEe.. 


We have talked to our various people in 
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ANGUS, STONEHOUSE & CO, LTD. 
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Vie. our Os, Company to SNCOUrake hay situation, 

MR, PATTILLO: Do you know what the 
Cebpacizy of the Sun. oil Bots Nomen a7 

MR, JOHNSTON: I believe it is about 
1,000 LO 6, 000. barrels, ysir, 

MR. PATTILLO: Now, can you give me any 
idea now long it has been in existence in Sarnia? 

MR. JOHNSTON: Four years, I believe, 

MA. KATTILLO: When did. they) fire: begin 
taking any Canadian crude? 

MR. JOHNSTON: I would have to check on 
Vaiss buUG Isaak 24s about a Year aco. Sams 

MR. PATTILLO: And what has been the 
maximum that they have taken? 

MR, JOHNSTON: They had taken 6,000 a 
day, but the average has not been that high. 

ih. PATTILLO: » NYouy told us pprosminat ednr 
what the capacity was. Have you any idea how much 
erude they sare brimeing ins... daw. iadcditt onutd 
what they have been taking over the Interprovincial 
line? 

MR. JOHNSTON: They have been importing -- 
there have been times, I believe -- I don't know 
Whetoer giles ie.e steady thine. buco 20 1s abouws 
20,000 barreis thatrthey had. been importing. 
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ANGUS, STONEHOUSE & CO. LTD. HeOT 
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with the Sun people, have you found that the 
Guésviom ofppriceshasphad any influence on thetr 
decision as to whether or not they would take 
Canadian crude? 

MR, JOHNSTON: I'm afraid I would have 
BOW SUMS toe Gon Mow Patti iio, * th dom't seen ubo 
get a very definite answer from them. 

MR. PATTILLO: Do you know whether or not 
the crude which they have been importing has been 
owner-shipped from their American parent to them? 

MR. JOHNSTON: I believe that is a fact, 
sir. The Sun Oi1 Company is an owner in Mid-Valley 
Pape Line. which comes trom.Loneview, Texas, north; 
and from Lima, Ohio, I believe, where the Sun Oil 
has: anothempipeline, or jointdys,. Teinuceudes:s 
moved through either their wholly-owned or partly- 
owned system. I cannot say whether it is their own 
owned.and produced crude. 

MR. PATDEGLEO: Does chat pipeLine cunsiive 
Detroit? 

Mi, JOHNSTON: Liowcomeswaccoss Tie pe ayen: 
at-Sarniie from Signet; Ohies in«what, vicinity Eaeougs 
Michigan, through the Detroit area and across the 
PLOY wat, SavnLa.s 

MR, PATTILLO: Do you know who the other 
owners are in that pipeline? 

MR, JOHNSTON: I believe it is completely 


owned. by Sun, that section of 10, «sir. 
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ANGUS, STONEHOUSE & CO. LTD. 4098 
TORONTO, ONTARIO 


MA oOPATTILLO: ‘That section? 

MR, JOHNSTON: Yes. 

MR, PATTILLO: Does Interprovincial have 
Saunmec uel ineinco the. Sun, from Pt simain laine? 

MR, JOHNSTON: At the moment, no. We 
poco Amine rom puttineg chath line an. In facie we 
have just received bids on its construction, We 
eve uererred ithe lee of that Wane, which is 
approximately a mile long, until we could get some- 
bing morerdefinite from them as using our Canadian 
Crude,’ 

MR, PATTILLO: Have they been willing to 
give you a throughput agreement? 

tie a td OHNSTON 4 (NO: Seaae. 

MAS ePATTIGLOs© ‘So vywousderneu know; io) vou 
put that line down, whether they will increase from 
the present 6,000 barrels a day or whether they will 
diminish? 

MR. JOHNSTON: 1 would hope it would be 
a continuing operation. 

MR SPATTILEOs Now panveddl tion vo he sun, 
are there any other refineries in Canada which are 
in close Sreximity to the Interprovineial pipelaae 
that are not using Canadian crude? 

MR: QOHNSTONS - None that. knowsot. ciicy 
Pace Lol, 


MR PATTING: \ In the United States, in 


the area traversed by the lines of the Lakehead, 
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are there any refineries in close Proximity to 
the line which are not using Canadian crude? 

MR, JOHNSTON: Yes, sir, there are two 
Ciwree melineries in. Michigan: '. 4 very small one 
at Westbranch, which has been a very intermittent 
Shipper through our system. We have, at one time, 
delivered oil into the western part of Michigan, 
through joint operation with a system owned by the 
MeChie an -Onlo Pipe: Lines 1b as called, to two .or 
three refineries in western Michigan, the Leonard. 

Now, they have not been taking crude from 


our system for several months now, 


MR, PATTILLO: Have you ever made a survey 
toascertain what is the aggregate daily capacity of 
chese relineriesrvin the United States that are ain 
GIOSe Droxtmityito “your line? eo 

MR, JOHNSTON: We have that information. 

MA Pe PALTTOLO i.» WOuLO you cl ve is. tae? 

MR, JOHNSTON: Leonard Refinery have a 
capacity of 19,500; Westbranch is a very insignifi- 
cant -- a couple of thousand barrels a day, I 
believe, 

As far as I know. those aré the sonly ones 
that they have taken, 

Now, we deliver; of course, to the St. raul 
area. Their takings are very coarse, but they are 
rather consistent takers. 


ME, PADPULLIO: Whet is the capacity of 


, ia oie ore Be 
ar He her 
te ont $4, Spelt aute | .e8F¥ iho a iv hj 

tae 20a # flee “do Lhe tet walasnihtet 


opel He tie Tait saat d 


— 
= 
‘es 
ia 
-» 
ms 
& 
is) 


| ett ot: (we Oaia Hyroncid aun 
SooY So deny cevlesw eet oleh iio beds i iat 
| tie vo imtwe addingy so dilly spitereqe grep magorde ee 


io t ¥2 penkl ety PS. ‘OtiO-rentsioth 


ar oee-¥, |; re ¢ 4 - ~~ 
| au 4 re hu esiien list $3%j ~~ 


rs 


a a 


sisted bad don eve tant wom 


oe 
ou 


. wom winch Barowed tea meveye 4 


e im 5 ~ rene 
By < ; >i eae ve | tAq Pee ie 
; ne At eo 
{ 
| 
| Be se 
Le a m oS" ee = 
| i ‘ott : j ix Oo. SLOVO. Es 
“oN ' 4 ho A 
. 182 oF _ a\/ “ES pe). £ 4 ve le SH a ‘I i & te 
3 ms 
. <= a 
iz aswet oss 


ot 
: 
‘ 
t 
7 a 
— 
> 
a) 
2 
% 
a 
= a 
5 
’ 
- 
‘ 
a " 
—- a  : ? 
: ary 2: 
£ . 3 & a 
co) ia 
tr 
7. e 
le ee 2 ————————————— 


-™ 
nian 
» we 


: : Che PONS oe et ag) sal we ag OF TU PAd 


ANGUS, STONEHOUSE & CO, LTD. 4300 
TORONTO, ONTARIO 


the refineries in the St. Paul area? 

MR. JOHNSTON: The total capacity there is 
51,500, which is the Great Northern and Northwest 
Depinerios « There i¢ a refinery at Superior, 12,000 
barrels. 

Ph eer EeLO: ) That hs 22,0007 

MR. JOHNSTON: Yes, sir, 

MR. PATTILLO: Are there any other refineries 
other than those four that are in close DEOMI mai “oO 
the line? 

MA. PORNSTONS Yes, sia. At Wrenshall, which 
is just near Duluth, the International Refineries 
have a capacity of 11,000 barrels a day. 

MR. PATTILLO: Any other refineries? 

MR, JOHNSTON: No, sir, I don't believe SG, 

MR. PATTILLO: Do you know whether any of 
those refineries are owned by any oil company doing 
business in Canada or by any company which is affiliated 


or associated with an oil company doing business in 


Canada? 

MR, JOHNSTON: I would say the Great Northern 
Oil, through subsidiaries -- which is Woodley 
Petroleum -- do have production in Saskatchewan and 


Manitoba, I believe. 
Wit, .PATTILLO: What “ie vthe namesrot that 
Subsidiary? 


MR, JOHNSTON: Woodley, W-o-o-d-l-e-y. 


MR, PATTILLO: Right. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 430 A 


MR. JOHNSTON: I don't believe th re are 
any others. 

Mice PALEIULOS How far Le your dine: 
Jooking at the map, its nearest point to the City 
or Decrouy ? 

MR, JOHNSTON: I believe it is about 
60 miles north of Detroit where we cross the 
SCs Ulane RUven, 80, 

MR, PATTILLO: Are there refineries at 
DEGroLb? 

Hk, JOHNSTON: Yes, Sin, 

MR, PATTILLO: Do you know what they are 
and what their capacities are? 

MER. JOONSTON: No, 1 dont Nave thac in- 
formation, but I believe it is quite substantial, 

IT know of one, the Aurora -- I can!t 
recall the others -- but it seems to me that the 
retining capacity in thav area could be upwards 
OF arcund. 100,000 parrels, 

MR. PATTILLO: Do you know of any refineries 
in the Detroit area that are owned by any of the 
companies doing business in Canada or by affiliates 
or associated companies of any company doing business 
in Canada? 

MR, JOHNSTON: I believe not, siy, 

MR, PATTILLO: Now, where is Toledo on 


this map? 


MR, JOHNSTON: Lt “us not “marked, 
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ANGUS, STONEHOUSE & CO. LTD. 4302 
TORONTO, ONTARIO 


Mn PaTUiLLOr How Par ts 2b from your line 
to Toledo? 

MR. JOHNSTON: It is about 90 miles south- 
wesc OL” Bay "City. 

MR PATTILUO: Which is’ shown on the map? 

Min. JOHNSTON? Yes.” Excuse mes “fuse about 


south, not southwest; perhaps southeast, 


MR, PATTILLO: What is the refinery situation 
there? 

MR. JOHNSTON: I understand that is sub- 
Stanvlal, Standard or Cho,” f thank 1b ts. “wich over 
100,000 barrels, well over, 

MR. PATTILLO: Are any of the companies 
operating refineries in the Toledo area in any way 
carrying on business in Canada or are they affiliated 
or associated with any company that is? 

MR. JOHNSTON: I can't answer that, Mr, 
Pattilio. I don't know all the refineries that are 
there, sir. 

MA, PATER ILO “Well. do you Know of sany 
that is there -- 

fin. 2 ORNSTON. "No. sire “lidonrc, 

fr PRET TULOS “Now, have you or any 
officer of your company, or anybody on behalf of 
your company, ever approached any of the refiners 
whom you have mentioned, either being in close proxi- 
mity tothe line of in Detroit or Toledo, to Bee 


whether or not you could interest them in purchasing 
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Canadian crude? 

MR, JOHNSTON: About two years ago there 
was a discussion about the possibility of the 
fOoledo refineries using Canadian crude, I believe 
it turned out either that it was uneconomic or that 
the refineries themselves had not formulated their 
plans. 

At that time they were also considering a 
line from the East Coast or, alternatively, a refinery 
on the East Coast with a products line to the west. 

From time to time, we have had inquiries 
from the Aurora Refineries in Detroit, looking fdr 
Canadian crude, a heavy type crude which they believe 
could be economically worked into their plant. 

MR. PATTILLO: Now, as a result of these 
inquiries that you have just mentioned, have you 
followed them up or had any of the producers in Alberta 
or any other producers in Canada followed them up to 
see whether or not a concluded agreement could be 
reached? 

MR, JOHNSTON: Mr, Pattillo, we have to take 
this approach on a situation of that sort:- we are 
a transportation company, We have nothing, really, 
to sell via service. When we receive an inquiry as 
to whether a refinery could be serviced from our 
system, we give them whatever encouragement we can, 
as a transportation company, by advising them that 


we are in the business of transporting oil and we 
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earnings for our company, even to the extent of 
adding facilities to our system, if a project is 
feasible, 

At the same time, we refer them to the 
producing companies and tell them that, first of alli, 
they should probably develop their source of supply, 
the erude that they want. Other than that, we cannot 
do very much to encourage the business into our 
system, 

MR, PATTILLO: Well, having done that, Mr. 
Johnston, have you ever had any of the producers come 
back and tell you what they did as a result of the 
information that you passed on to them? 

MR, JOHNSTON: We don't direct them to any 
producer, We don't know, most of the time, where an 
inquiry is made. 

MR, PATTILLO: So you simply say, "We are 
wWiliine to ship, if you want to ship; we wlll excvend 
the facilities, but. you.will have to hussle around 
and find somebody who can supply the kind of oil 
that you want"? 

Me. JOHNSTON & “hat De comrect, cir. 

MR, PATTILLO: And you do not know whether 
they do it or not? 

MR. JOHNSTON: I don't know what happens in 
that connection, 


MR, PATTILLO: Now, what about the Chicago 
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area, Have you ever investigated the Chicago area, 
to find out the capacity of the refineries there? 

MR; JOHNSTON: That is a very large refin- 
ing centre, naturally, and is well served by various 
pipelines, 

ime cies carly days Of Our System, we did 
make studies of an extension to Chicago, At that 
time it did not seem feasible or practical that our 
line could go there, 

Thére is a surplus of pipeline capacity, 
we have been led to understand, in the area, and 
any introduction into that market, as a pipeline company 
by us, would merely provide more surplus pipeline, 

MR, PATTILLO: At the present time, is the 
line of Interprovincial being used to capacity? 

MR. JOHNSTON: Unfortunately, no, sir. 

MR, PATTILLO: Speaking in percentages only, 
of -ity~oarrels, whichever way you wish to do it; would 
you give us some idea as to what the situation presently 
is and how long it has been of that sort? 

MK, COHNOTONS “Yeo, Si. “Ae Of Bor Wweue 
we have reserve capacity, between Edmonton and Regina, 
today, of about 88,000 barrels; between Regina and 
Cromer, 147,000 barrels per day. 

MR. BRAWLEY: Me; Johnston, not quite so 
fast. What were those figures? 

MR, PATTILLO: You could add that on to what 
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MRi JOHNSTON: That is correct. We could 
Garry that much more oil. 

To repeat, Edmonton to Regina, 88,000; 
Regina to Cromer, 147,000; Cromer to Gretna, 108,000; 
Gretna to Clearbrook, 157,000; Clearbrook to 
Superior, 180,000; Superior to Sarnia, 72,000 and 
Sarnia to Fort Crédit, 68,000, 

May PATTILLO: And has that situation been 
prevailing for a matter of some months now, Mr, 
Johnston? 

MR, JOHNSTON: I would say that is probably 
higher than we have had -- or, rather, greater than 
we have had previously. 

Mie early part of the year, I think our 
throughputs were about the same as last year, speaking 
of April, and I think our throughputs this month 
jare a little lower; put those figures are based on 
figures as we see them at the moment, 

MR. PATTILLO: Since you built this exten- 
sion to Port Credit, you are not very far from Buffalo. 
Whaat ie the Perining capacity over Uhnere? 

MR. JOHNSTON: There is very little refining 
capacity there. I know of about two relatively small 
ones. I cannot give you the capacity, Mr. Pay he. 

MR. PATTILLO: It is not a significant amount? 

MR. JOHNSTON: No, sir. 

MR, PATTILLO: What can you tell us as tO 


a proposed development of refineries, of which you 
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have knowledge, along the line, in Canada, which 
have not yet come into operation? 

MR, JOHNSTON: Have not come into opera- 
tion? 

Mio PAT LULO: ) Yes, Bor example, i naye 
in mind City Service, 

Mn. JOHNSTON: Oh, “excuse me, (City 
service is now in the process of constructing its 
rerinery at Bronte, which is very close to our line 
into Port Credit. We understand that refinery will 
be on stream early in 1959 and our instructions at 

he present time are that we shall deliver them 
crude starting in October of that year. 

Further than that, the Shell have plans 
POV refinery in exactly the, game area. .The dare 
of completion of that refinery is sometime. later, 


Woden is 1660 or LO6L) “Il don's believe Wt) ia 


Both those refineries will be about 
20,000 barrels each. 

MR, PATTIGUO: In addition to thosewore, 
do you know of any others that are proposed to be 
bulls ior ere in process of Dusidine? 

MR JOHNSTON: “NOs <eiae. 

MR. PATTILLO: Those are all the questions 
IT have on this phase of the matter and I think this 


will probably be a good place to adjourn. 


MR, JOHNSTON: Mr. Pattillo, may I add one 
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more remark? 

tL did neglect to say that there are plans 
GrarooL LOC am expansion, I should probably call Lu, 
more correctly, than a new refinery, in Bay City, 
which will be a combination of the Bay Refining 
Company and the Dow Chemical. 

Mae pile i163 iivilevoit Less definite, -- 
at least, it was a few months ago, but I think it 
would be up to maybe 13,000 or 14,000, from the 
present 5,000, in a year. 

MR PATTILIOs”, Thank, you. 

THE CHAIRMAN: Thank you, sir. 

Gentlemen, the hearing of the Commission is 
adjourned until tomorrow morning, in GhHaeS, POON, -au 
ten. o clock. 


---Whereupon the hearing adjourned, at Teo pias 
until 10.00 a.m., Thursday, May 1, 1958. 
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Thursday, 
Maw sy 01956. 


---On resuming at 10.00 o'clock, 


-~--Mr. Commissioner Ladner was not present. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Pattillo? 


ME. “PATTELLO. Thankevou,) (Mr ovChad pmans 


Mr, Johnston, I want to turn for a moment to the 
matter of the present tariffs that the company is 
charging for these products which it is putting 
over its line. In your brief you make mention of 

the fact that in 1953 or in 1954, when it was 
decided to extend the line from Superior to Sarnia, 
that tariffs had to be set that would be competitive 
with tanker rates. 

Was the sole criteria in determining what 
the tariffs should be from Superior to Sarnia the 
question of competitive tanker rates? 

MR SJOHNSTONS SMryrPattitie, beforea 
answer that question may I make a suggestion, sir? 
May I suggest that the line of questioning which 
you have proposed to make deal first with our préeseny 
system -- any question bearing on our present 
system. I feel that the question of the Montreal 
market has rather divided our presentation into 


two parts and my thought has been it would 
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probably present a more orderly picture and give 
the Commission a better picture of our operation 
it Louwae divided i that way; that is, Li you 
have no objection, 

MR, PATTILLO: That was the way in which 
I intended to proceed. Now, I would like to know 
about these tariff rates that were established 
when the line was extended from Superior to Sarnia 
and I want to know whether the sole criteria was 
the competing tanker rates? 

MR, JOHNSTON: I think it was, Mr. 
PatoLilo. 

MR. PATTILLO: Then will you tell me what 
the competing tanker rates were at that time and 
what tariffs you established? 

MR, JOHNSTON: We established a tariff of 
20¢ in addition to our existing rate at that time 
from Edmonton or any other receiving point to 
Superior. In other words, our tariff ended up 20¢ 
higher than the existing Superior rate, According 
to the calculations we were able to make, the cost 
of moving crude by tanker from Superior to Sarnia 
was slightly in excess of 20¢. 

MR, PATTILLO: At that time. 

ME JOHNSTON Yess Sele. 

MR, PATTILLO: Do you know, have you 
any figures or any calculations as to what would 


be the cost of moving oil from Superior to Sarnia 
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The ele 


today by tanker? 

Vike JOHNSTON: NOS S17) ode notu. ido 
know with one exception the tankers which were 
constructed especially for that business and re- 
presented at that time the largest bulk of oil 
carriers on the lakes -- not the largest, there 
are some others but for that particular trade -—- 
have now disappeared. They have been converted to 
other trades. There is one British-American vessel 
still in existence and will be used, as I under- 
stand it, for this coming season. Beyond that, I 
believe, or based on that, I should say, the cost -- 
if that movement were re-enacted, would have to 
be moved in smaller vessels -- and, undoubtedly, the 
eost would be considerably higher. Also, recogniz- 
ing that freight costs have probably gone up in 
the itast four years. 

MR, PATTILLO: When you were making the 
calculations regarding tanker rates im 1953,0r 1954, 
were the rates ees local on the Great Lakes or 
were they in any way related to the USMC tari hea c 
chat. eime? 

MR. JOHNSTON: No, Sir; those were rates 
and cost figures of the actual movement by the 
companies as nearly as we could develop and bear 


no relation to USMC. 


MR, PATTILLO: They were the flgures: as 


determined by Imperial Oil as one of theowners of 
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the tankers. 

MRE SIOHNSTONs) © nat Vs corre cus: Gir: 

Mile PATTILLO? You speak ‘about yeurvirarir 
established in 1957 before, what I call, the Sarnia 
extension eer parnia’ to Port. Credit: and, acainweyou 
have reference to tanker rates. What was the tariff 
established between Sarnia and Port Credit? 

MR, JOHNSTON: We, again, added to our 
existing tariff; in this case, 8¢ taking the rate 
to Sarnia and adding S¢ to that. Again, that was an 
attempt to be competitive with the movement from 
Superior to Toronto. 

in. PATTILLO: Was Lt invended co ve 
competitive with the movement from Superior to Toronto 
or from Sarnia to Toronto? 

MR, JOHNSTON: From Superior? 

MR, PATTILLO: From Superior; and at that 
time what did you find was the cost of moving by 
tanker from Superior to Toronto? 

MR. JOHNSTON: My recollection, I can check 
this, but I think it was just about 28¢. 

MR, PATTILLO: Just about 28¢? 

MR. JOHNSTON: About 28¢. 

MR, PATTILLO: And you ascertain that figure 
from British-American Oil who was, in fact, using 
tanker shipments from Superior to Toronto: Ls thateLo: 


MR, JOHNSTON: That is correct, Sit 


MR, PATTILLO: Now, what is the distance 
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in mileage from Superior to Sarnia? 

MR, JOHNSTON: By pipeline? 

Mite aL Ot Yes? 

MR. JOHNSTON: Our pipeline is 635 miles. 

Mn. PATTIELO: And that is 6, 20¢ taricer 
or was when originally established and how much is 
that a mile? 

MR. JOHNSTON: That @8 a little over vse per 
hundred miles. 

MR. PATTILLO: Then we come to the Toronto- 
sarnia extension and if my memory serves me right that 
ie 154 miles. 

MR, JOHNSTON: 156 pipeline miles. 

MR, PATTILLO: How much is that at the pre- 
sent tariff of 8¢ a mile? 

MR, JOHNSTON: About 2¢ per hundred miles; 
5.12 per hundred miles. 

MR, PATTILLO: What is the one coming down 
from Superior to Sarnia per hundred miles? 


HR JJOUNSGTON: Sl. 


MR, PATTILLO: So that the whole criteria 
for these tariffs we have been discussing over these 
two extensions is competitive shipment by water. 

MR, JOHNSTON: Yes,sir. 

MR, PATTILLO: How much does it cost Inter- 


provincial when its lines are at capacity to move oil 


from Superior to Sarnia per parrel per hundred miles? 


MR, JOHNSTON: That is a very difficult 
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question, Mr. Pattillo, because with a complex 
system, such as we have, we do not feel we can 
break down our costs into very segments of the line. 

MR. PATTILLO: Have you ever tried? 

MR. JOHNSTON: Yes, sir and it does not 
make very mich sense, 

MR. PATTILLO: Let us have a whack at it; 
we will let the Commission decide the sense of it. 
une, CL vyou Tind asa resuls ot your calcularvionse, 

MR. JOHNSTON: I am afraid I am not going 
Lo be too Successrul in ervine you a figtre Tor a 
Darv.culer Ssectron or the line, Mr, Patri iio, 

Mike, FATTILEO! Alil*rient, Lev werpsee. 17 
we Can CO TU"this way: how much°do You ay 2b .costcs 
to move oil from Edmonton? Can you do this: 
HOMOnsON vo sarnia, “the line being’ at capacity? 

Mas JOHNSTON? ~In 19585 et wollen Came our 
iine was probably closer to capacity than any sub- 
sequent time and the cost for the system was 2.89¢ 
per hundred barrel miles, 

MR, PATTILLO: And that was the system into 


arnia? 


C2 


MR. JOHNSTON: In 1953 that was vo Superior, 
Si, ="Pnat comparable figure dn 29055 when tre Gine 
bed been completed to Sarnia was 2.5e¢ per hundred 
barrel miles. 


MR. PATTILLO: [appreciate your tine from 


Sarnia to Port Credit had not operated at capacity 
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since it came into being last September but you 
must have some estimate figures of what it is 
going to cost when it operates at capacity and 
can you give us that? 

MR, JOHNSTON: I am afraid that the best 
i ean give: you on that, at the present cime,, re- 
cognizing the throughput in our system, for the 
first quarcer of 1958 is 2,21. ethat 1s not exaculy 
the question you asked; that is our system's toll. 

MR. PATTILLO: 2.el¢d east per barrel oer 
hundred miles in the first quarter of 1958? 

MR. JOHNSTON: Yes; sic, 

MR. PATTILLO: Can we get it, either from 
you Me, Johnston or Mr. Waldon, == 19 IT were a 
shipper at Port Credit and I arranged with you in 
the first quarter of 1958 to ship from Edmonton to 
Port Credit at your cost, what would be the 
agperegate amount of money I would have to pay? 

MR. JOHNSTON: It would be very close to 
HOGS. G10 6 


MR, PATTILLO: During the first quarter 


of 1958 the system was not operating at capacity, 
was it? 

MR, JOHNSTON: Unfortunately not. 

MR, PATTILLO: How much would you estimate 
you could save off that 40¢ 1f the system was 


operating at capacity? 


MR, WALDON: I do not think we can 
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answer that, Mr. Pattillo. Profit motive comes 
in here. We own a line which is capable of carry- 
ing much more oil than we are carrying today and 
we think the return on the investment to date has 
been reasonable, 

MR, PATTILLO: Me, Waldon, 1 am not 
askin about prolit motive at all; 1. am not 
directing my questions to profit motive at all. 1 
am trying to arrive at the cost. we have a probicem 
here that has been presented to us by Home O11 and 
I am trying to get some data before the Commission 
that will enable us to assess the problem. het us 
forget about the profit motive for the moment; I 
know that is difficult for you to do buu wet me 
what you would estimate it would cost if that system 
Was running Tull blasv.. 

MR, WALDON: I would guess it would be in 
the neighbourhood of 2¢ a hundred miles, 

MR. PATTILLO: That would be in the “azere- 
gate. How much from Edmonton to Port Credit? 

MR. WALDON: About 38¢. 

MR. PATTILLO: And in the aggregate to 
Sarnia it would then be approximately 36¢. 


MR, WALDON: That sounds about right. 


vanes av fio J PYous stings 


vycind YS sidaged sk doth sath he are uw ten 
7 ¥ 7 - Sete ot ed Db 
Say chbor witytuss oc8 aw earl fre aon i. <a t 


a aes : his ci 3 vei aati £ er Pytal Renee ‘of z 
y f 


in ae T  sobl el 7M cOMETT AT 2M / 

ee em a Cth he aietom tiene tae ee 

I (hts 9s BUROm ThR0Ne pe atoebaeup gin ‘itdoest 

| nftiova « svet SY ‘esd WAR Se eetnee ot wolyrd as 

| ‘bas 2b; nou yd au ad Wewneeeeg steed sad ws ortori 
. 1615) adel shoe: ie, o2- aakert mH Yay 
‘ae of Be eldans isda yuna” | 
a ee i ov Aton ¢Modgeeds eos aos m0 | 
‘gm iidY ed ob of tig Sok Sle reese et dec wocal 
oi twon WStiow J ba: tantias Siow, 10y tacdw 

aa etd Sbft. aatan 2.6W 


a 


| ‘st ef erbow rt seaue bevow © rHOGtAw aM 


: ‘ ma" i uy eh - P 
- i il Sgn sy hoocitwoots £9N sit ; 
ES d 
» 7 = ay e i rey “<7 + + 
{ 4 ) 3 a } > i ® ithe La of i 


y , 
7 SOV 


ae: p 
7 
te 
pe | 
2 
52 
Fn 
x 
oO 
x 
we 
"ate 
iD 
7 le 
be 
{<3 


“TODAY Spbdh. A SGOCT AW 2. hint 


i y a R 4 ss { 6 iy ; aE w li "AS : SM 
, is 
- oy ss ye pes eee ey ay ve LE. é ~ 
290 Yhesithnovyge oc nent bigow vt .atereq 
: mee ? aay 7 " 5 saree Btn u ane 

. ‘Rett gugcs Abajo gad? <: “euOddaae hy AM 

i 


ANGUS, STONEHOUSE & CO, LTD. 4317 
TORONTO, ONTARIO 


MR. FRAWLEY: So that I may understand the 
evidence, are you saying that it cost 2¢ to move 
from Edmonton to Port Credit, 2¢ per 100 mile barrel? 

MR. PATTILLO: That is right. 

MR, WALDON: That is if the line is opera- 
ting to. capacity, 

MR, PATTILLO: Now, are your tariff rates 
worked out on the Dutton-Williams method or are they 
worked out in that part of your line from Edmonton 
to Superior? 

MR, WALDON: The rates per mile for the 
short hauls are higher than for the long hauls. In 
other words, the further the oil travels the cheaper 
per mile it becomes. 

MR. PATTILLO: And is that usual practice 
in transportation in other oil pipe line systems in 
North America? 


MR. WALDON: It is. 


MR. PATTILLO: Will you explain to us how the 
rates were determined for that part of the line from 
Edmonton to Superior? 

MR. WALDON: That is explained in our prief, 
Mr. Pattillo, page 31. 

MR, PATTILLO: That is when you had the 
original expenditure of what you thought was going 
to be 85 million dollars? 


MR, WALDON: That is true. 


MR. PATTILLO: But it turned out only to be 


. 


| WY Sean | BN De YASWATT FM. ior 
OvoR Oo NS, Pane J) Jam golyap way 9t8 ..someRAs 

* honepsd, po Lter OO4; tends. ber Set of .wodnoahe mgaa: 
Jigigert gat 2B 4. Ay 

“AgiBeth Ok soli el dedp WOM: AM: 


“WS losqep : OF; amls 
B20 BT Hide IN OY 818i. WOlt » POLBISTDAT ~. HM: | 


1 hae oe | 


7 


Vapi OR: 2 Go ON -Onh ane il Weed. o-.deo bepitrow 4 
HOFHOMAK MOT - ech: ING Ao. Itpg. Pant. al: tug, ekrow : 
Mrolrengusf, oF 

Siig: TOA, Ohta TS, PORet, OT » SAGEM AIM... 


flh,¢ -Siugg,.ano,. soso aed weg eters eload. trode - 


"emg eadaon; slaves (lho ant rontepiyent,,.ektovr serito- 


eepnoed.gl slim teq 


ite aly 


Sa OBI Bia Teddy Of Duk~+ sOs PPAR - FM: 
nt. amstaye, orth sqiged Lo edie: hs a oivatiogensm of @ 
THOT OMA AITO -F 
Of: 95-0 SUPGAA MS, MY. 

SHR WON aks 209 cle Laie NOY L LAW: SONNET Ass, HN, 
moxt.--ont i 1 ae FoR: “f Siig:j 161  Denteredeh..eisn.297B% - 
Tel TSdishs OF sIAgGOMbE +i 


7. 
tt CS 
a > 

yee! 4 


pisg 18 Ho. *, Dente gra, BL: ¢ arte ~ MOG 
Lf aege 5 Oflt9 tates IM § 

SH hag eihase lL. Melis: Oh EPPA a Ae: 

BA LO8 Bees aie WL ge Silas 0, Ue ica, Lenka bp e 
fanettob,qollite 28-ed.e¢ 4 


Obey 82. dark 1WOG Rie AMos 


9d09 -Miap.o ie: Gags, J ls vee Oy AM: 


4 ' 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4318 


72 million dollars. 

MR. WALDON: And when that fact was known 
and in the light of increased throughputs, we re- 
duced our rates by approximately 17% on October 15, 
1952. 

MR. PATTILLO: What I am trying to get at, 
Mr. Waldon, is this. In arriving at these rates, 
where you had no competitive factors against you in 
the area from Edmonton to Superior, is there a form- 
ula you followed? 

MR. WALDON: There is. 

MR, PATTILLO: Now, will you explain that? 

MR, WALDON: I will have to go back to the 
setting of the original tariff. 

MR. PATTILLO: Right. 

MR. WALDON: The rates were made up of a 
fixed basic charge per barrel plus an additive based 
on mileage. When a barrel of oil is tendered to a 
pipe line company for shipment certain basic expenses 
are immediately incurred by the company and these 
expenses remain constant when the oil is shipped 10 
miles or 1,000 miles. I might add that the basic 
charge that we determined was e¢ per barrel. Expenses 
ineurred in receiving, gauging, storing preparatory 
prior to shipping and making the necessary accounting 
entries are a few examples of such expenses. Practi- 
cally all these expenses are repeated when the oil 


is delivered out of the system. It was to cover these 
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inherent costs that the fixed basic charge per barrel 
was used as a component of the total charge. 

MR. PATTILLO: Is that usual practice in 
determining tariff rates for oil pipelines in North 
America? 

MR. WALDON: I believe it is. The additive 
was arrived at by multiplying the barrel mile factor 
by the number of miles involved in the specific move- 
ment. The barrel mile factor was derived by first 
calculating the required annual revenue; deducting 
from this amount the revenue the basic charge would 
produce; and dividing the balance by the number of 
barrel miles. 

MR. PATTILLO: Now, in arriving at that re- 
guired annual revenue there is a margin in there for 
profit? 

MR, WALDON: ‘There is, 

MR, PATTILLO: Will you tell us what per- 
cent you considered was a fair and reasonable profit 
to mark up after making provision for income tax and 
all other expenditures? 

MR. WALDON: We considered various returns 
on investment up to 7% when the system was debt free. 
However, the tariffs that were adopted initially 
were not expected to produce any such amount. In the 
first year of operations, namely, 1951, these tariffs 
produced a return on investment of 42%. 


MR, PATTILLO: And in the last complete 
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year Of operation in 1957? 
MR. WALDON: On the same basis, 4.07%. 


MA, PATTILEO: And have they in any year 


of operation exceeded 5%? 

MR. WALDON: No. 

MR. PATTILLO: And when you say return on 
investment you are talking about the capital employed. 
in the business in way of plant, fixtures, etc. 

MR. WALDON: That return is the relationship 
of net income or profit to investment and fixed assets 
at cost as at the first of the year. 

MR. PATTILLO: At cost less depreciation 
or original cost? 

MR. WALDON: Original cost. 

THE CHAIRMAN: That is after income tax, 

Mr. Waldon? 

MR, WALDON: After income tax. 

THE CHAIRMAN: All taxes? 

mR. WALDON: After all taxes. 

MR, PATTILLO: Have your rates ever been 
the subject of an inquiry in Canada? 

MR, JOHNSTON: Yes, they have in one in- 
stance, Mr. Pattillo. 

MR, PATTILLO: On that occasion did the 
Board of Transport review the rates and decide whether 
or not in their opinion they were reasonable? 

MR, JOHNSTON: This was a complaint lodged 


against the Interprovincial by International Refineries 
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which is an organization in the United States. It 
was reviewed by the Board of Transport Commissioners, 
and the claim or complaint of International Refineries 
was disallowed. It was subsequently appealed by 
International to the Supreme Court who refused to 
review the charges. 

MR,PATTILLO: Was that on the question of 
the rates or was it on the question as to whether 
or not the pipe line should be declared a common 
carrier? 

MR. JOHNSTON: Actually there were two 
parts to their complaint. One was that the rate 
was discriminatory, and secondly they asked that 
Interprovincial be declared a common carrier, 

MR. PATTILLO: In determining the question 
as to whether or not the rate was discriminatory, 
did the Board of Transport examine and study your 
whole rate structure for tariffs throughout the 
whole pipe line system? 

MR, JOHNSTON: No, sir, They aealts i 
believe, exclusively, with that complaint. 


MR. PATTILLO: Now, you mentioned in your 


prief that the tariff charged by your subsidiary, 
Lakehead, for that portion of the line in the United 
States is the subject matter of review by a regula- 


tory body in the United States. Have they inquired 


into your tariffs and held hearings? 


MR. JOHNSTON: No, Sir, 
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MR, PATTILLO: Has it been solely a matter 
OL filing your tariffs with them and they doing 
nothing more than accept them? 

MR. JOHNSTON: Our tariffs are filed with 
the Interstate Commerce Commission to the extent that 
the tariffs cover a movement of crude in our system 
in the United States. The function of the Interstate 
Commerce Commission is to accept these tariffs after 
they are filed, after which there is a thirty-day 
waiting period for any shipper to disagree with the 
rates as suggested, and failing any complaint on the 
part of the shipper the rates are then in effect. 

MR, PATTILLO: Have you ever compared the 


rates presently being charged by Interprovincial with 


rates charged by pipe line companies, oil pipe line 

companies in the United States for movement of oil? 
MR. JOHNSTON: Specifically we have not 

made a comparison with our rates, I would say, but 


we do have figures which show the returns and costs 


of various representative and large pipe lines in 


the United States. We keep that information currently. 
I have figures here for the 1957 operations. 

MR. PATTILLO: Will you please read these 
into the record? 

MR, JOHNSTON: These figures were taken 
from the reports filed with the Interstate Commerce 


Commission called "P" Form. It covers 17 representa~- 


tive pipe line companies. We find that their weighted 
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average operating revenue is 4e7se per 100 barrel miles, 
Deducting from that the controllable expenses, we 

find that the weighted average is 2.23¢ per 100 barrel 
miles, leaving 2.5¢ for interest and profit of those 


representative companies. 
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MR. PATTILLO: Mr. Johnston, when the com- 
pany decided in 1956 to make its extension from Sarnia 
to Port Credit, was the then market in Ontario care- 
fully studied, both for short-term and long-term, 
in deciding the size of the line to be built? 

Mis JORNSTON: Yes, Sir, 20 was. 

MR. PATTILLO: And when you made the decision 
to build the 20-inch line that you built from Sarnia to 
Port Credit, how long did you think that line, with an 
additional pumper station, would be able to serve the 
needs of the projected Ontario market? 

MR. JOHNSTON: The capacity of that 20-inch 
line, with two stations -- we have only one station in 
operation at the present time -- the capacity will be, 
I believe, about 186,000 barrels. 

We felt that that was well beyond any immed- 
iate -- that that would take care of the market as far 
as we could see. We envisioned something over 100,000 
parrels of refining capacity in the Toronto area within 
the next few years, but we felt that 186,000 was quite 
ample as far as we could determine at that time. 

Mee PRP EL GLO: That is looking ahead for at 
least 6 or 7 years? 

MR. JOHNSTON: Oh, yes, sir. 

MR. PATTILLO: Further than that? 

MR. JOHNSTON: Yes, sir. 

MR. WALDON: The back row has drawn my 


attention to a statement I made which is incorrect. 
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In 1952 Interprovincial's return on investment was 
5.12 per cent. I previously said that in no year had 
the return been in excess of 5 per cent. 

MR. PADTILLO: Me. Johnston, Prom your ex= 
perience with pipelines, do you consider that a pipe- 
line company has no other duty to its shareholders 
except to act as a facility for refiners or producers? 

MR, JOHNSTON: I think, Mr. Pattillo, that 
there are quite different types of pipelines. I am 
afraid I can only speak for our own. 

We recognize Interprovincial as a transporta- 
tion facility engaged exclusively in trunk dine opera= 
tion, no gathering or anything of thatenatire, Under 
the circumstances, we look at our company as a private 
enterprise operation and we feel that, quite correctly, 
we should stay within the framework that we have. 

MR, PATTILLO: What L have in mind, . 
Johnston, is this: if the shippers that you have are 
keeping your line filled to capacity, then Il concede 
that all your duty is to operate as efficiently as pos- 
sible: but if the tine is not filled to capacity, then 
haven't you a duty to your shareholders to do every- 
thing possible to get that line fillec: 

MR. JOHNSTON: IT can see what you are 
thinking, Mr. Pattillo, but there is only so much 
market that can be served. We are certainly limited, 
geographically, to the areas that we serve. ‘The con- 


sumocion of erude oil or products in that area is 
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very definitely limited by the economic conditions and 
I am quite certain that the shippers through our system 
are Just aS anxious to ship and sell more products as 
We are vo carry more oil, 

We naturally try to carry every barrel that 
we can and, as I pointed out yesterday, we do try to 
run down any curtailment of throughput, with the thought 
that possibly, through some means in our system, we 
might encourage a little bit more capacity. 

MR. PATTILLO: Since the cutback starting 
last year, has the company given any consideration to 
reducing its rates at any time to see whether that 
might increase the use of the line? 

MR. JOHNSTON: No, sir, we have not. Our 
fixed charges constitute a large portion Of our opera= 
ting costs. Those, of course, g0 On. We doubt very 
much that a reduction in pipeline tariffs would stimu- 
late any more business, because LT would think, «rom 
what knowledge we have, that the market is using every 
barrel it possibly can at this times 

MR. PATTILLO: Now I would like to turn to 
this proposed extension to Montreal. 

You told us yesterday that you made a study 
of three possible ways of getting to Montreal from 
your present system. As I understand it, the first 
one was from Port Credit to Montreal, a pure exten- 
sion of the present line? 


MR. JOHNSTON: Yes, Sin. 
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MR. PATTILLO: The second one was what I 
call a cutoff at the Soo and going direct to Montreal? 

Mi JOHNSLON®S Yessir 

MR, PATTILLO: The third one was an all- 
Canadian cutoff, running through Canada, is that it? 

MR. JOHNSTON: TatceLS. COrrect, sia. 

MR. PATTILLO: And where would you cut off 
in the case of the all-Canadian? 

MR. JOHNSTON: That route is projected along 
our present system to a point near Cromer, Manitoba. 
From there it would go about due east to Kenora down 
through Port Arthur and then up a Little bit nora yor 
Kapuskasing and down through North Bay to Montreal. 

MR FATT IELOs Now, would you please give 
us the detailed figures of your preliminary study, 1 
the same manner as we have the figures of the Home- Oil, 
for, first, tae extension from Port Credit into 
Montreal? 

MR, JOHNSTON: May I ask Mr. Clute to 
present that to you, Mr. PacuLllo? 

MR. CLUTE: The extension via Sernvagein 
other words, taking our route into Sarnia, coming down 
to a point probably south of Galt and then swinging 
around Toronto and on down to Montreal, the esti- 
mated total cost is $258 million, or $115,000 a mile. 

The extension to Montreal via the Soo 
route, that is, following our present system down tO 


a point in Northern Michigan near Gould City and 
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Swinging north to cross at the Soo, down through 
North Bay and across to Montreal, would be an estimated 
$253 million or $123,000 a mile. 

The all-Canadian route, following the com- 
pany's existing route to a little east of Cromer and 
then Swinging east and more or less paralleling the 
present Trans-Canada gas line system, is estimated at 
$319 million or $148,000 a mile. 

Mi. PATRELLO: And what percentage have you 
there for this famous contingency fund? 

MR. CLUTE: 10 per cent of the estimated 
Construction. Costs and materials,, sax, 

Mia PAT TILLO§s Now, Mr. Clute, from your 
experience in building lines -- and you have been with 
the company since its inception, have you not? 

MR. CLUTE: Yes... Sie. 

Me. PATTILLO:: -- supposing a decision was 
made today to build one of these extensions, how long 
do you think it would take before the contractors would 
be able to go on the ground to start the actual con- 
struction? 

MR. CLUTE: From our experience in the con- 
struction we have already gone through, if the project 
was given the go-ahead now, I do not think they, could 
get on the ground to start construction until eariy 


next Spring. 


MR. PATERELBEO: How long do you think it 


woulda take from the time they went on the ground until 
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the line was put into use, first, the proposed Home 
O11 line? 

MR. CLUTE: I would say it would take two 
full construction seasons before the whole line could 
be in operation. 

MR. PATTIGUO: In the case of the Sarnia 
extension, that is, from Port Credit into Montreal, 
what would you consider would be the time required 
Tiere? 

MR, CLUTE: Well, I think we ought to pro- 
bably elucidate a little on that. When we say ‘the 
Sarnia extension", we are not just talking of a line 
from Toronto to Montreal. The system would have to 
extend back all the way west. However, to get oil to 
Montreal via the present system from the point at 
which we would take off the existing system, into 
Montreal, could be built in one season, quite easily. 
| the PATTIERO: Then you would have to 
start looping on your present line in order that you 
could build up the volume that you wanted to get into 
Montreal? 

wR, CLUTE: Mat 1S CoOresey. 

MR. PATTILLO: Until you did that loop- 
ing, I suppose all you could put into Montreal 
would be the difference between the amount going 
from Sarnia to Port Credit and the capacity of the 
line with an extra pumping station on it? 


MR. CLUTE: No, it is not quite that 
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Simple, Mr. Pattillo, because you have to go back 
through the whole system and see where the bottlenecks 
ere in the various ‘sections. 

We have some figures here which I believe 
Mr. Johnston gave yesterday about the reserve capacity 
based on our present throughputs and, for example, be- 
tween Edmonton and Regina we have 388,000 barrels of 
reserve capacity. 

However, if you look at the Sarnia-Port Credit 
section, we only have 68,000 barrels reserve capacity, 
so that even though we put the second pumo station in 
on the Sarnia line, if we did nothing back between Ed- 
monton and Regina, all the reserve capacity we could 
handle to go on to Montreal would be 83,000 barrels. 

MA, PATTILEO: Will you please take what I 
call the second route, that is, the Soo route, and 
tell us how long you would estimate it would take to 
do that job? 

MR. CLUTE: IT believe that tiav jou would 
take two construction seasons. We have looked at it on 
our existing system. We could get, by means of tem- 
porary boosters and what-not, on our presently planned 
construction this year, the section from Edmonton to 
Cromer, could be constructed a year later, and then 


the section from Cromer through to Montreal. 
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e D MR, PATTILO: What about the all-Canadian 
route; would that take two seasons, too? 
MR. CLUTE: I do not think there is any 
question of that, that is the roughest route of the 
whole lot. 
MR. PATTILLO: What size of line have you 
used in making the calculations that you have put 
before us? 
MR, CLUTE: Our figures are all ona 26 
inch OD line. 
MR, PATTILLO: And the 26 inch line; cute 
side diameter line, would permit you to carry what 
Capacity if operating at capacity? 
MR, CLUTE: A 26 inch diameter line is good 
for up to about 280,000 barrels. 
MR, PATTILLO: If you: want to increase 
the capacity you have to start moving? 
MR, CLUTE: You have to start moving or put 
in pumping stations, intermediate pumping stations 
in between the Soieinal design. 

MR. PATTILLO: By putting in additional 
pumping stations what further increase could you get 
| in the capacity of a 26 inch line without movement? 


MR, CLUTE: By putting in the intermediate 


booster stations, intermediate pumping stations, 
it could be increased to approximately 350,000 barrels 


a day. 


i = MR, PATTILLO: Could you give us any idea 
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of what you figure it would cost per barrel per 100 
miles to move the oil over each of these routes that 
you have suggested? 

MR, CLUTE: I do not have the figure right 
NOW peSLlS 

MR, PATTILLO: Would you like a few minutes 
to get that figure? We could have a break now, Mr. 
Chairman, 

THE CHAIRMAN: We will have a ten minute 


break, gentlemen. 


---A short recess. 


THE CHAIRMAN: Gentlemen, we will now 
resume our hearing. 

MR, PATTILLO: Mr. Waldon; could you give 
us any idea of what you figure it would cost per 
barrel per 100 miles to move the oil over each of 
these routes that you have suggested? 

MR. WALDON: Yes, we can. We have calcu- 
Laceo the Pigures)on three different routes; 150,000 
barrels per day, 200,000 barrels per day -- the figures 
I will give you are for the Sault route. The route 
via Sarnia would be slightly higher and the all-Canadian 
route would be higher, again. In the first year of 
operations we have 150,000 parrels a day. Our cost 
per 100 barrel mile is estimated at 4,04¢, 200,000 
parrels a day, 3.49¢. 250,000 barrels per day, Sled. 


In the tenth year of operation, interest 
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having been Weduced) (the corresponding Tigureswmare: 
150,000 barrels per day, 3.16¢. 200,000 barrels, 
2.79¢. 250,000 barrels per day, 2.56¢. These figures 
are based on operating expenses, taxes other than 
income taxes, depreciation and interest. 

MR, PATTILLO: Taking those mileage figures 
that you have just given us and aggregating them by 
the number of miles that the contemplated system 
would have, what cost does that result in; the aggre- 
gate cost into Montreal? 

MR, CLUTE: I will have to consult for that 
figure: in the tenth year 150,000 barrels per day, 
65¢ would be the answer. 200,000 barrels per day, 
again, in the tenth year, 57¢. 250,000 barrels per 
day, again, in the tenth year, 52¢ per barrel. 

MR. COMMISSIONER HOWLAND: We got the first 
year --. 

MR, WALDON: The figures I gave you are 
the operation in cents per barrel in the tenth year. 

MR, COMMISSIONER HOWLAND: Could you give 
us the estimates for the first year? 

MR, PATTILLO: You gave us the barrel per 
100 miles for the tenth year; now, if you would give 
us that for the first year in the same way that you 
have given it to us for the tenth year. 

MRIS CLUTE: The firs® year 150,000 barrels 
per day appears to be Sed. 200,000 barrels per day, 


Tid. 250,000 barrels per day, 64¢. 
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MAZOWATILULO. 1 Mreereiuteyal. Gust, wan tebe 
be sure that the figures we are talking about are 
comparable to the figures contained in the Dutton- 
Williams report which is attached to the Home Oil 
Drews Htin Theimjbriem they have. autigureiier won= 
SLUG TION <ostsi,iand is: the figure that you gave us 
comparable to that figure or does it include some-=- 
thing more: than. construction) costs? ) Horiinstance, 
theyihave’ construction, costs dinewili . intveress 
during construction, working capital and financing 
costs. Would you break down your figure for us 
so that we are comparing like with like. 

MR, CLUTE: o Yessir hemi euresmwiitcn 
I gave you for the three routes includes the stations, 
tankage, management, engineering supervision, inter- 
est during construction, contingency at 10% of con- 
struction costs and materials but it does not include 
vane Thal 3 

MR. PATTILLO: Does it include the costs 
of financing? 

MR sCLUTEC, Yes, sins 

MR, PATTILLO: So that with the exception 
of line fill, the figures are comparable to those 
given us by the Dutton-Williams people taken from 
the Home Oil submission? 

MR, CLUTE: I believe they are but there 
is one thing that should be remembered: with the 


exception of the all-Canadian route and even on the 
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all-Canadian route east of Cromer, Manitoba, we would 
utilize a great deal of our existing right-of-way 

so that could change the figures as comparing it 
with the Dutton-Williams. There is also the fact 
that we are talking of a 26 inch line and they are 
tanking Oia, SO. inch line. 

MR. PATTILLO: From your experience in 
constructions of pipe lines, do you consider that. a 
contingency factor of 5% is adequate on preliminary 
estimates? 

Mae ChUTH: Wer did. nots sacs 

MR, PATTILLO: . 1am saying, based von your 
experience you would not consider it was adequate? 

MR, CLUTE: Not in a preliminary estimate 
OLutne comt., that, has, not beenwour “experlence, 

MR. COMMISSIONER HOWLAND: Would you per- 
mit a question, Mr. Chairman? Do I understand that 
yours is a much more preliminary estimate than is 
the estimate of Home Oil? 

MR. CLUTE: .In some. respects, yes, sar, 
and in other respects, no. As Mr. Johnston remarked 
yesterday, we feel,with our background and experience 
the estimate is reasonably accurate. We have not yet 
actually been on the ground or flown the site via 
the Sault or the all-Canadian route which, I understand, 
from the Dutton-Williams report they have. The reason 
we chose the route we did for an all-Canadian route, 


was because we had figures for estimate purposes 
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for construction costs from figures of the Trans-Canada 
line which were prorated to a different size of pipe. 
We have pretty accurate figures of our own on a line 
down into the Toronto area. We also have accurate 
figures where we take off to go to the Sault and we 
weighted the Trans-Canada figures to come up with 

our estimate going via the Sault to Montreal. 

MR, COMMISSIONER HOWLAND: You still feel 
it would be necessary to have a 10% margin even if 
you had done a fully detailed study? 

MR. CLUTE: If you had made on the ground 
studies and know your terrain well, I think, then, 
tat Contingency could be reduced. 

MR. PATTILLO: That is when you have made 
your location survey on the ground. 

MR. * CLUTEs: “That: 2s correc i,” sir: 

WR, “PATTILLO: — Not before? 

MR SY COUTES* RiagiC, ear. 

MR, PATTILLO: Mr. Johnston, as T under- 
stood you to say yesterday, the tariff that you would 
think would have to apply to Montreal would be 70¢ 
if you went via Sarnia or via the Sault and you would 
have a tariff of 73¢ if you went the all-Canadian 
Lakie ? 

MR. JOHNSTON: I said those figures were 
about that, in very close range, yes, sir. 

MR, PATTILLO: If that happened would you 


follow your telescoping practice and increase the 
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tariffs at Sarnia and Port Credit or would they remain 
the same? Just what would happen? 

MR. JOHNSTON: At the start, on that 70¢ 
range, I would say that the tariffs would remain as 
they are on the present system. We believe that the 
tariff to Montreal always should remain higher than 
any tariff in the Ontario market to preclude the 
backing of products into the Ontario market. 

MR. PATTILLO: So that would immediately 
give the refiners in Ontario a substantial market 
that they have not got today? 

MR. JOHNSTON: I do not follow you on that, 
Sit’. 

May PATTILLO: “Am “I correcv i tneikine, 
today the refiners of petroleum through products 
pipe line are putting a lot of their products from 
Montreal into Ontario? 

MR, JOHNSTON: That is true but, at the 
same time, even under today's conditions there are 
two refineries planned for the Ontario market which 
will provide manufacturing capacity of some 40,000 
barrels within the next few years and I would thank, 
to some extent, that that additional refining capa- 
city would reduce the products which are now pumped 
into Ontario from the Montreal area. 

MR. PATTILLO: Are they only bringing those 
products in from Montreal because of the lack of capa- 


Cioy wi the refiners in Ontario today? 


ae. 


ee 


ROT ters on trate echt ga wei i 
A F SE % ? a toes i 
28. LEMOS 2 LCi Keres ot ree ie Borrow 


axht a etal w Neo Gn sooner, tt ne) S| 


edt iadiyot keno Bion mien, Laman bd) asthe af 


ot jfoathn ofsetad sriz wk inet “ois 4 
| A Bete peeks Bo * 
Sots oltss 10 edd Osta stouboig: to anttosd j 


( 4; , ¥ j * \ bi ; ‘Tee : 
oom, HAW chert OG, OTR GAM hs i 
jvtten lajinatedve s ottedaQ a esabies oat svat 


e. ’ 
if i ter 


fyabed tog. tom saad edt Wadd | 


| . bo T, <WOTSMHOT, fe | 
| ca | eres 


mi :OLITTTAG pitt 


ao A Penn ee 


heb 2 gratzug' ses 


3 SRS GRBO6d LDCS - 8S RHGT TSO Nays | « 
a eile Sees RL ty : 


mt TW. ooh) Maney ug Ott. Got hahinig oeirsevist “ows. | 

ONO. Smite Lo yd loages achat oe tenet Se Ryoty “LEW y 

ct Olguie Tbe 2 i Bit ott alae hy inti | 

; a i i. 

2 | ~ Od 2. SEAT Lo" , ABITS ‘im ca Jal dade: Ome: neu 
Us outs WOM OT {Pp isw -wrgeh 9 sat Eee abi ¥ 
| OTE -.BMEROW SMe MOTe fats of 

it patant WAR RT, Se * OLE PAG: ate ; 
mi Videos .o: a idaaaee Lgeysna’.. sider a ie 


SuBhod.  ofeneal at erontons 


‘pals 


TohesetnO odint 


web 
antl stk q 


and 


lesasnom 


aaa omba” 


i 
4 


4338 
ao en ®) 
ANGUS, STONEHOUSE & CO. LTD. 

TORONTO, ONTARIO 


MR, JOHNSTON: I cannot actually answer 
Peat Ut tT belleve, that 1s true, yes, sir. 

MR, PATTILLO: Because it has nothing 
whatever to do with Montreal being able to undersell? 

MR. JORNSTON: No, sir. 

Mi. PALTILLO: Well, Mr. Johnston, 17 you 
are right in that can you help the Commission and 
explain why the refineries in Ontario today would 
be operating at less than full capacity and at the 
same time the products pipe line from Montreal would 
still be in .use? 

MR. JOHNSTON: No, sir, I do not believe 
i Gan. . I. know cthat..there is a certain quantity sof 
particular crude which is run in the Ontario market 
in the Toronto area which they, apparently, require 
for special products. I cannot really answer why 
they are not running at full capacity. 

MR. IPATTILLO: » What: 2am nevis dit piogiuy 
in understanding, in your experience would you say 
that production is eee cut back on Canadian crude 
to enable the Montreal refineries who are using 
foreign crude to bring products into Ontario? 

MR. JOHNSTON: I would not say that that 
is particularly 100% true; no, sir. 

MR. PATTILLO: If..6 ds imot 2007 tute, wee 
what extent is it? 

MR. JOHNSTON: I believe there is a small 


quantity of foreign crude run in the refineries in 
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the Toronto area, I may be wrong on this but it is, 
I believe, 5,000 barrels a day of foreign crude. 

MR, PATTILLO:: Doréaligesthat Der sunroil, 

MR. JOHNSTON: Noyesir: 

MR VIEATTILLO: That 16 not) Sun o112 

MR, JOHNSTON: No, sir, I am talking about 
the Toronto area, 

MR, PATTILLO: What I am talking about is 
the Montreal refiners who are entirely using foreign 
erudée -- that is correct, there is no Canadian crude 
going into Montreal? 

MR JOHNSTON 1 e Thati eye cy 

MR, PATTILLO: They have a products pipe- 
line capable of taking 60,000 barrels a day of pro- 
ducts into the Toronto area, have they not? 

MR. JOHNSTON: Yes, sir, but there are 
refineries or marketers in the Toronto area who do 
nmotvhave refining capacity in that area, 

MR. PATTILLO: Let us «see: oB. A. hasha 
refining capacity in the Toronto area and also in 
Montreal. 

Me. JOHNSTON: Yespusars 

MR, PATTILLO: »Imperialigthe same’? 

MR, JOHNSTON: No, sir. 

MR) PATTILLO:" Wellge theyware in the Sarnia 
area and Montreal? 


MR. JOHNSTON: Yes. 


—— MR, PATTILLO: They have a products pipeline 
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Prom, sacha. rLeht. dno: Toronto? 

MR. JOHNSTON: Thats: aight. 

MR, PATTILLO: Then the other refiners 
in Montreal, Shell has not yet got a refinery in 
Onvatyo., wus. bhnat at? 

Hee JORNSTON:  NoOign isiaet 

MR, PATTILLO: So they would be dependent 
for their supplies in Ontario on the products pipe- 
line from Montreal? 

MR, JOHNSTON: Yes. 

MR, .PATTILLO: .McColil-Frontenac -- is that 
the same situation as far as they are concerned? 

MR. JOHNSTON: McColl has now acquired 
the Regent refinery at Port Credit. Iam not able 
i answer whether that refinery provides all of 
MeColl's requirements in Ontario but I would assume 
not @s they are alsowusing therproductsaline, se ihe 
other shipper,into the, Toronto. areaywould? bes Peuretina. 

WR; uPATTILLO: - And they have not cot we- 
finery except in Montreal? 

MR. JOHNSTON: That is right. 

MR, PATTILLO: There are one or two ques- 
tions T wouldelikeutovask your warentisomicrvedriraus 
morning, Mr. Johnston. Number 1, in addition to 
this tariff that the company gets, what is its 
allowance that is permitted by the shippers of a 
percentage of the oil in the line which accrues to 


the Interprovincial; would you explain that? 
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MR. “JOHNSTON:  Yes,: sir, IU 2s comion 
practice iff the pipeline industry “to allow the 
carrier a percentage; in our case it is 1% of the 
Oil transported. In other words, a shipper putting 
am LOG, barrels of oi] at one end of the Line gets 
at the othér end, 99%. That 1% is to cover the 
Carrier tor dosses in handiing. It becomes Nis 
property to do with whatever he wishes. He might 
luce it, ag we do, for’ fuel im our eneines of we can 
also abSorb our losses for handling crude in and out 
of tankage. In any évent, if there 1s any left 
over the carrier has the opportunity of selling 
that if he can find somebody to buy. 

MR, PATTILLO: Is that 1% figure a per- 
centage generally used throughout North America by 
pipeline companies? 

MR. JOHNSTON: ‘There are figures of 4 of 1%, 
3/4. of 1% and 1%. In refined products I believe the 
allowance is higher. 

MR, PATTILLO: What does it amount to in 
the way of an increase in revenue to your company 
since the time of its operations? 

MR, JOHNSTON: We have that in our annual 
statement and I can get it for you. 

MR, PATTILLO: Very well. 

MR, JOHNSTON: Mr. Pattitio, 2 naverrcne 
the figures for the first three months of this year. 


Allowance oil revenue, $513,000 against which we 
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charge fuel for the operation of our diesel engines. 
TGeCOCG NOL ive us. cur net figure on this but our 
operating costs in that particular account in the 
first three months are $800,000; and, of course, 
pert Or cHatsls fuel, 

MR, PATTILULO: Now the other thing I would 
iC Eee OUANOUL TS .this: you told we tags 
morning, or Mr. Waldon did, the percentage of the 
earnings based on employed capital and depreciated. 
IT would like you to tell me what the percentage of 
your earnings after income tax has been to the in- 
vested share capital? In other words, looking at 
your Drier, page 29, you have an invested share 


Gopi tal ob, S44 million odd; 416 that <correet? 
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E MR. WALDON: May I muster my papers, 
Nes Pawel lloe I will be right with you. You were 
asking for the return on the shareholders! in- 
vestment; is that eorrect? 

MR. PATTILLO: What I want to get at, 
Mr. Waldon, is this. On page 29 you show a figure 
of $66,630,000, which includes an amount of 
$22,268,000 of retained earnings. Now, I am 
assuming that retained earnings are monies kept in 
the business from profits made in previous years 
after the deduction of income tax and everything 
andnwnaichvecould;: ifiyout had! seen Pit towdomse: 
have been entirely distributed to the sharehol- 
Oeroee Oe LE Piehs in that? 

MR. WALDON: Correct. 


Mano PATTIUL: Accordingly, I am try- 


put in by the shareholders which 1 assume from 
page 29 is $44,300,000-odd. Am\ Tvei sac’ apout 
that? 

MR. WALDON: Y@s. 

MR. oO PATITLEO: Now, what has been the 
rate of return that the company has been earning 
for the years of operation after payment of taxes 
and payment of interest and everything that was 
required on the funded debt on that $44 million? 
Last year you said you earned $9 million, and I 


ing to find out on the original amount»of money, 
would assume that is approximately somewhere in 
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toe Vecin ty of 13 per cent. 

MR. WALDON: I would have to make the 
calculation. I have it figured here but inclu- 
ding the retained earnings. 

MR. PATTILLO: Perhaps, if you have it 
figured out including the retained earnings, you 
would first give us those and then give us the 
figure without retained earnings. 

MR. WALDON: The return on the share- 
holders! investment, that is net income related 
to the shareholders' investment, as at the begin- 
ning of the year on that figure you mentioned in 
1957 was 14.92 per cent; in 1956 it was 16.32 per 
cent. 

MG PATEL: lL am not. soiling. to ask 
you to go back beyond that year, but could you 
give us the figures for those two years, taking 
out retained earnings figures in each instance? 

MR. WALDON: I will have that in a 
Minute. In i957 the figure was. 21.5 perecen,sacn 
1956 the figure was 22 per cent. 

THE CHAIRMAN: Have you got those 
figures for 1955 and 1954? 

MR. WALDON: We can calculate them very 
Meadily for you... d..don't Mave them rien vaneie. 

THE CHAIRMAN: ‘There was a significant 
change in your capital structure in one of those 


years. 


dn: 


fui 
akS LE 


ene 
of a ht 


% sees? 


‘jot syed bitenk? oF evei I 


ee Se en . 
i eo Fe as ae tis Is " eae 
ss * 


ary antoenl-dean af deh ,taoatbeovnkl terebior:s..- 


ee ta 2: ee rhaeg " [—— —. a ‘a if oe 
y IP ol 3 Ty ak a egal | yi rw 260 "ea =f PL. reer yee: baba { 


: eee rt 7 7 nn TT e 
soe OWE: cy “EC. Sa Ieee is igstt. 6. 5V.in8 
“igao af agnvet¥’ egantgeecbeantsves. Juc 
.. : ’ : f 
tree LD Bee SOGTANG SAM ©): I 
Seq ¢ YOueew tba lt.ocf Yeel nl <Sscuaine. 3 
i) 
} 
es etre aa SO ss 
¢ Sh, saw Singia envy ; Ofel 


ot ye oe = 77, St a tt a a 774 at. os be 
oe i. -" Sg a aa “27S. ASE Ait hx biel f iv eae 


——) ia i - \ on a A 7 
ess ) « a io, 2 e 


: iP af 
aia sta Dis =| 
un . 


-6gntnie: ert: orig guid oe i h 
ode TRA ge AM: ae 

nus bentator sd spasburtnind’ dive hate lt 
“avig vont bite seortd ob ovis sext?’ bLudw 


nun lotes. besiege oxo tw. ssug tt 4 


co ACY. 


OCLTAW> 2 FIM S|) eae 


i 
4 
Pest 
« 
tat, 
as 
* 
- 
fai 
© 
+ 


te os Jneindbevart | eeebfegetsde emt of 


ee ee 7 eta a ae ; nao 
ee iG |g z " 


o- 389y Sc to goin Fe 


wNed i Pate, “a 


th", 


the ~) 7 on Pe * — 
POR ieee GF LITT AS = iM 


v whe 


és ahs ‘ ‘os ee Se ee ee ees eee ee - “F 
LuGe 2 ,3BOY 6 BES ORO So Eoe0. OS OF, UO ‘4 bare 


isin 


Ci fire @8eL Tot saaugli-. 


Viges fs9 260 of =AOGiAW 2 


3 
oH 
e 
£ 

=< 
4 
Pay) 
ey 
4 
= 
a 
a 
t 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


43h5 


MR. WALDON: The significant change took 
place in 1953, that is correct, by means of rights 
offered to existing shareholders, $22 million worth 
of stock sold at $18 a share. 

THE CHAIRMAN: On a one-for-five basis; 
is that right? 

MR. WALDON:. Two-for-five. 

THE CHAIRMAN: Can you give us that cal- 
culation for 1955, 1954 and 1953? 

MR. WALDON: We can and will. 

MA -PATTILLO: Me.) Chairman, snes esate 
all the questions that I propose to address to the 
officers of the company. Mer. Floyd Warterfield is 
here. I happen to have met Mr. Warterfield in a 
professional way a number of years ago and I happen 
to know something about his qualifications, and IL 
thought that while I have the opportunity I should 
like to address some questions to him which may be 
of assistance to the Commission, the question of 
pipelines. But before doing that, I thought perhaps 
the Commission would deai with the questions they 
might like to ask the officers of the company, and 
if Mc. Frawley has any questions, and then I will ask 
Mr. Warterfield to help us. 

THE CHALRMAN: I wondered, Mr. Pattillo, 
if you would pursue some questioning of the officers 
with respect to the undertaking of Imperiad O11 on 


the throughput to Sarnia, the statement at the bottom 


—-_ 


” 
‘ 
ve 
f 
rs 
wT 


he bie 
(OS) rob tedetede. gaugelxe oF Denetia. 


ot ahy ek | aR AMEAHD: aire 


f ‘ i - 7. 3-7 eh aS Crh 
enon ; i i om Mtiid TAg -* fa 


: MOA a ih. 


tov .Woauod Sk Sate. rel 


r P why Hi 
2 SRR 5B Owe ts bige oioptatdore - 
a yor xh. roaridned 


“SO= wt MOLL AW 4 Al . 


‘ : 
! 2 
o " 7 2 ag u £ .? ee tee, 
“5 ade > glare wt ar tig? ees | , 
i = 
PPE eae | SOT i ive Baas i 
- Ps > bah Lid OD os te 
Fes ,7A ee A 
0 OF : LTA aN 


» EMS GAO 


° opted 4 . ge ~/ iy ' : 

} 

a | 

: . ' 4 '- ie “ i ad 
a “3 - 

} 

| 

5 Prt & ap, sy a gual | 

nie lets GGG E aWik/ Lad } 

f 

> ll m4 . on. ‘= at tay f gi- ‘ 

mea : hy ORY JE Lise OW he bps i 


: 33D O LUO: RE ) Bats) 
‘ 
Soh) ake OOF Sand. SEEM: f] 
ays - roe , Rét: Ys © estes J 4e ‘ * f- 
Ee y — tien eh Sy my cL 2 a Mo e2ars 6 


“s 
> 
a 
‘2 
tn 
a 
2 
Be 


iy Sdt od. toeaeon ite. 
“ aes 


18 9. ARR Oe sugea crest ork 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO AZH6 


of page 20 of the brief. 

MA! PARLE WOe In the last paragraph 
on page’ 20 you say that the sale of Series C bonds 
was so made by an undertaking given by Imperial Oil 
Limited on April ist, 1953. ° The Series C bonds were 
the bonds that were issued, were they not, and sold 
Pomivnes purpose of building the extension ivom 
Superior to Sarnia? 

MR. WALDON: That. lis Worrec cs 

MA PATTIES: And they aggregated how 
much? 

MR. WALDON: $60 million. 

WR. PATTILIO: And Imperial undertakes -- 
and this undertaking, you ‘say, remainsyin force so 
long as any of the Series C bonds are outstanding -- 
that all of the crude oil which it is going to send 
to Sarnia from Alberta, Saskatchewan or Manitoba 
would be tendered to Interprovincial for transpor- 
tation. 

MR. WALDON: As, far, asy Sarnia.a® baomeans 
that they have discontinued using the tankers. 

MR. PATTILLO: The effect of the under- 
taking was that Imperial said, "We will discontinue 
the tankers and we will not resume using tankers’. 
Trevcbned. Sb? 

MR. WALDON: That is substantially cor- 
OE Ot 


MR. PATTILLO: And had there been any 
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previous undertaking on the part of Imperial in 
The an. the wransportation of Cenadian oligi ct) would 
Usexoniy the facilities of Interprovincrals 

MR. WALDON: Not exactly in those words, 
but the original financing was made possible by a 
throughput agreement given by Imperial. That is 
shown as an exhibit in our presentation, and it con- 
tinues in force until 1970, I believe it is, and it 
is to the effect that they will tender or cause to 
tender a definite quantity of oil to Interprovincial 
for transportation expressed in terms of barrel 
miles. 

Mie PAL T DLs What I am thinking about 
Tea tal Ss supposing Home Oil's proposed pipeline was 
built from Edmonton to Montreal, could Imperial ten- 
der any oil to that pipeline without being in breach 
of its undertakings? 

MR. WALDON: ‘The original throughput agree- 
ment is still in effect and will continue to be in 
effect until January 1st, 1970, so Imperial will 
have to continue to that time tendering sufficient 
oil to Interprovincial or causing it to be tendered 
to bring the throughputs up to the level specifically 
mentioned in the throughput agreement; and then as 
regards the agreement entered into in 1953, it 
clearly states that to the extent that they are ship- 
ping or causing oil to be shipped to Sarnia from 


Western Canada and they will use the Interprovincial 
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system. That has raised an interesting point. It 
doesn't say whether they can't ship oil to Montreal 
Ox TOU. 

ME. PATTILLO: Me. Johnston, I thought 
L did ask you this question, but it is suggested 
tac it isn't clear. At the present time your tar- 
iff to Port Credit is how much? 

MR. JOHNSTON: 7o¢. 

MR. PATTILLO: And you would contemplate 
that if the line went on to Montreal it would remain 
at 72¢ but at Toronto.. it would be 70¢? 

MR. JOHNSTON: No, that 26 nou dure cor— 
rect. I said that our existing tariffs would be 
really modified. I probably should have said that 
the Toronto rate -- you specifically asked for Sarnia, 
IT believe, and I said there would be no change in 
that. I probably should have added that the Toronto 
tariff would be reduced, but I did point out that 
we felt that the Montreal rate should be higher than 
the existing rate to Toronto. 

MR, PATTILLO: Have you given any thought 
as to what the differential should be? 

MR. JOHNSTON: No, sir. 

THE CHAIRMAN: Me, Johnston, 18 there 
any other shipper of oil in Western Canada who is 
obligated to ship its oil through Interprovincial 
Pipe Line in like manner as Imperial Oij under this 


undertaking? 
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MR, JOHNSTON: NO”; pi, There. is) noc. 

MR. COMMISSIONER LEVESQUE: Do you have 
the results of the first few months of 1958 com- 
pared with 1957? 

MR. JOHNSTON: I believe you want to 
speak to Mr. Waldon, do you not? 

MR, COMMISSIONER LEVESQUE: Me. Waldon? 

MR. WALDON: I have some figures for the 
first quarter of 1953 and 1957. 

MR. COMMISSIONER LEVESQUE: How do your 
earnings compare with 1957, the first three months? 

MR. WALDON: We show a slight increase 
over 1957, largely due to the shipments into the 
Toronto area. The extension to Toronto was placed 
in operation on September 28th, 1957, and the 1957 
figures do not reflect the true shipment picture. 

While I am on that I would like to correct 
some figures that we gave earlier regarding cost of 
movement to Montreal. I find that our calculations 
were very much haywire. I>would-Like to start all 
over again. The first year of operations, 150,000 
barrels per day, we now calculate our costs at 1.97¢ 
per 100 barrel miles; 200,000 barrels per day, 1.7¢. 

MR. FRAWLEY: Me. Waldon, are these in 
lieu of the 4.04¢ you gave us earlier? 

MR. WALDON: ‘They certainly are, Mr. 


Frawley. 
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MR, PATTILLO: You did not have the 
profit motive in, before. 

MR. WALDON: I'm afraid I confused it, 

MR, FRAWLEY: That is via the Soo? 

MR, WALDON: That is via the Soo, and 
Sarnia would be slightly higher -- 

MR, FRAWLEY: Would you start again at 
the 150,000 barrels? 

MR. WALDON: I would be glad to. At 
150,000 barrels, it is 1.97¢ per 100. miles. At 
200, 000,barrels per day, 16 18 1i7¢. | At 250, 000 
barrels per day, 1.5e¢. 

In the 10 years of operations, interest 
having reduced to a considerable extent, for 
150,000 barrels per day the figure would be 1.54¢. 
At 200,000 barrels per day, it would be 1.36¢. At 
250,000 barrels per day, 1.25¢. 

Corresponding tariffs: in the first 
year of operations, od, Chea ee Shlae: 

I said "tariffs". I mean costs per barrel. 

MR, PATTILLO: Aggregate. 

MR. WALDON: In the tenth year, for 
150,000 barrels per day, 31.6¢. At 200,000 barrels 
per day, 27.9¢. At 250,000 barrels per day, AD OTP 

MR. FRAWLEY: That is as against the 52¢ 
which you gave, is it, Mr. Waldon? 

MR. WALDON: We apologize. 


MR. FRAWLEY: I just wanted to check, 
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I think you are back in the pipeline business now. 

MR. WALDON: I think we are, Mr. Frawley. 

MR. COMMISSIONER HOWLAND: Mr, Johnston, 
could I refer you to page 19 of your brief and the 
first paragraph under "Progressive Expansion of the 
Pipeline System and Facilities", 

You “indicate, in that first paragraph, 
that it has been the policy of your company, since 
the original 1950 construction program, to make 
the necessary plant additions each year, which will 
enable you to meet its pumping commitments for 
the following year, and this seems, by your brief, 
to have been the policy year after year, to progress- 
ively expand as the market demands would warrant 
the expansion. 

MR, JOHNSTON: Yes, sir. 

MR, COMMISSIONER HOWLAND: Is this the 
normal practice of a pipeline, to proceed in this 
manner? Is it inevitable? 

MR. JOHNSTON: Are you speaking of pipe- 
lines generally or are you referring, specifically, 
LOPoUr DOLLCyY, SLr7 

MR, COMMISSIONER HOWLAND: I was think- 
ing in terns of the peneral experience Of a pipeline 
doing the type of operation that Interprovincial is 
doing, 

MR, JOHNSTON: I think Interprovincial 


might be considered a little bit ditfrerently, e213. 
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im.the first place, this Jine was.started 
from scratch. Up to that time there had been no need 
for a pipeline. Since the production increased and 
the markets expanded, it was our policy, of course, 
TO,proyade 2 means forthat ol]. to reach the cuteide 
markets. We, of course, would not want to over- 
expand and have a lot of idle equipment, tying up 
funds unnecessarily. 

We felt, in an expanding market of this 
type and a rather new industry as far as Canada is 
concerned, that that was the correct approach. We 
feel that by spending this money progressively, 
not overexpanding, but at the same time trying to 
provide every possible facility to supply the market 
and not be in a position of turning down business, 
that policy has evolved over the years. 

MR, COMMISSIONER HOWLAND: There would seem 
to be some justification for this, at the moment, 
because you have overcapacity, is that it? 

MR, JOHNSTON: We have overcapacity at the 
moment. 

MR, COMMISSIONER HOWLAND: Just for my 
education on this, would one normally proceed on 
this basis?. is 1. tehiehly -desivebile ormis Apel ew, 
if the conditions are possible, to start, rather, 
with an overcapacity? 

MR. JOHNSTON: I don't think anybody would 


want to expend a large amount of money which would 
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peviyang Ddle for xX number of years; This market 
of ours has been constantly expanding. We had no 
peal Torécast of it back in 1952. ‘It grew faster 
than we anticipated and we have tried to keep up 


WG a, 


i don't think, generally speaking, it would 


PeVEGOO=ecConomi Cc policy torbulld.a big, line that 
would very definitely be far beyond the market. 

There should be a reasonable margin in there, I 

should say. 

MR. COMMISSIONER HOWLAND: It does not 
catch up on you, under this procedure, that you 
rand wp witha lot of loop lines? 

MR. JOHNSTON: We have loop lines, yes, 
and that makes our operation more difficult, at 
the moment. On the other hand, we are ending up 
now with a double line from Edmonton to Superior. 
In the intervening years it has made our operations 
more complex, with the various types of crude which 
we aré carrying; but it will simplify to a great 
extent when this double line is completed. 

In effect, we have two systems parallel 
to each other. 

MR, COMMISSIONER HOWLAND: My second ques- 
tion is one that you might possibly expect from me, 
with a somewhat academic background as well. 

You are familiar with the term "the 


discipline of the marketplace", This is a fairly 
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common term, used not only by economists but by 
business men, speaking about «free competition, 

MR, JOHNSTON: Yes, sir, 

MR, COMMISSIONER HOWLAND: Would you tell 
me what are the marketplace disciplines which ensure 
toe erficiency of interprovincial, pinelines,, that 
is, your particular company? 

MR. JOHNSTON: Possibly you should explain 
that "marketplace discipline" a little bit more for 
me, 

MR, COMMISSIONER HOWLAND: I think that 
Poe OO. Way Of, DUttTIne 10. 1° thought, acc 
private enterprise operation, you would be fairly 
familiar with the items which are involved, that 
is, that you have certain competitive elements, 
such as a competing pipeline, the competing form of 
transportation bringing fuel.into your area and 
competing with you, or it could be a substitute fuel 
or some sort of competition, some sort of competitive 
element pressing in ae you to obtain the lowest 
possible price consistent with making a reasonable 
Pecurn, 

MR. JOHNSTON: Of course, sir, when this 
pipeline was considered, the only means of trans- 
porting crude was trucking and by rail. When the 
volumes became a great deal larger than they were 
in. 1950,. then, of, course,. the expense of moving 


such a@ volume by rail actually became prohibitive 
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and trucking, of course, is only used for very short 
hauls. 

We felt that to build this pipeline and 
deliver Canadian crude to Sarnia, it would have to 
be competitive, of course, with the existing type 
of crude used in that area, and our rates were 
predicated on that basis, allowing us a profit and 
allowing for the tanker transportation at that time 
from Superior to Sarnia, and Canadian crude, with 
that combination of factors, was laid down in 
Sarnia competitive with Illinois crude, which at 
that time was the competition, 

MR, COMMISSIONER HOWLAND: Let us assume, 
to follow that through, that you got slack and you 
raised your prices too high. I am not suggesting 
that you are, but for a supposition let us assume 
you got a little slack, What would press in on you? 
Where would you feel this? I am not talking about 
the shareholders, They would be after you, no 
doubt; but what is the competitive element within 
the industry which would be pressing in on you? 

MR. JOHNSTON: There is certainly no 
competitive pipeline. We have the only means OF 
moving that crude eastward. As long as that mar- 
ket must be supplied with Canadian crude, there is 
no other comparable method of transporting it. 
Certainly, from the present sources, there is no 


other outlet. 
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MR, COMMISSIONER HOWLAND: Thank you, 

MR. COMMISSIONER BRITNELL: Mr. Johnston, 
you conclude, “on page 12 of your brief, that the 
Board of Transport Commissioners is the seamen 
federal regulatory body for oi] pipelines. In view 
of Interprovincial's relatively long and unique 
experience in matters relative to the administration 
of The Pipe Lines Act, would you care to make any 
suggestions as to whether the Act should be amended 
in any way to facilitate the Board's administration 
of interprovincial pipeline matters? I am thinking 
particularly, of course, of your problem of Westspur, 
connecting with your line at Cromer, across the 
Corder, 

MR, JOHNSTON: 1. think probably Mr, 
Mathieson can comment more specifically on that than 
I can but, before that, I would like to say that our 
relationship with the Board of Transport Commissioners 
Was “eertainly, im the lasv seven or elent. years, -oeen 
an extremely happy one. We have found they have 
dealt with every problem we have asked them to; every 
presentation we have made to them has been most co- 
operatively received and we feit that their judg- 
ment has been extremely good. 

As far as the Board itself goés, we have 
absolutely no complaint, and I might say it has 
been a very happy association for us. 


We do not have any particular comments, 
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I believe, as far as The Pipe Lines Act under which 
we now operate. We look at this purely from the 
standpoint of a transportation company and I am 

not qualified to speak, of course, as to the Board's 
gurisdLetion in other flelds; but, as we exies 
today, it has been extremely successful. 

Now, possibly Mr, Mathieson may have some 
comment on The Pipe Lines Act. 

MR, MATHIESON: Well, Mr. Chairman, as to 
Mr, DBritneii's raising the point as to 4 pari.euiar 
problem of Westspur, I might say that in our ex- 
perience we have had no problem, That is, we have 
had no particular problem which arose with that par- 
ticular company or the two companies involved. 

I do not want to get into a constitutional 
law discussion but I may point out that, comparing 
Westspur's particular case with our own, only six 
months before the Westspur decision we applied to the 
Board for leave to sell a line approximately a mile 
and a half or so one just near our Edmonton station 
to a provincial company. We had no further use for 
this particular line, which had been an extension, 
with the leave of the Board, I believe in 1951. It 
was constructed for the purpose of taking oil to 
refineries, a certain type of oil. It turned out 
that the refineries changed their minds as to the 
use of that oil and, therefore, the pipeline was of 
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We went to the Board with our application 
for leave to sell it and they were very particular 


about our being able to establish that it would not 
pe used for the extraprovincial pipeline system and 
we had to establish the reason why we felt that, 
why it was no longer of any use to-us, and they 
were very particular, I repeat, that it would not 
be a part of the extraprovincial system after it 
was sold to the provincial pipeline. 

Now, if there is any necessity for amending 
the Act, I might point out that the particular prob- 
lem arose in the Westspur case, with which, of course, 
we had nothing whatever to do -- arose in a rather 
strange’ way and ity could not arise amour case; for 
example, because we do not apply for leave to build 
gathering lines, We never have; we ask for it from 
PO1ne A to Point -B. 

In that particular case it was specifically 
asked that the gathering line be put in and the 
Board of Transport Commissioners at the time, through 
Mr. Justice Kearney, I believe, in 1955, somehow 


considered the particular application a particular 


Special Act of the Westspur Company and found it 
would be a part of a trunk line system. 
Well, certainly, the situation which developed 


in 1957 was rather embarrassing, when the producer 


was formed to take over certain gathering lines; 


put it is a particular case and I cannot conceive of 
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any necessity of 1t arising again. It certainly 
could not arise with us, and there has been some 
coment, I might say, about the effect of that 
Judgments with all respect, particularly to-hearings 
in Regina, which I do not follow at all, because 
there the Board specifically stated that it was, not 
to be implied that those findings: constituted the 
expression of an opinion that, under all circum- 
stances, all gathering lines located wholly within 
a province and whether constructed and operated by 
Provincial or Special Act Federal companies, by 
connecting with an extraprovincial pipeline as 
defined in The Pipe Lines Act, are necessarily, 

im fact. ao part of either isuch jextraprovwinel at 


line or an interprovincial undertaking. 
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i might say to this question of the 
right of access of provincial undertaking such 
as a railway or one of our new pipelines taking 
over a provincial undertaking, such as a pipeline, 
has been considered some years ago. There are 
actual decisions on it. I°kniow of one in parti- 
culer cannot give the citatiLow orthand buy iee 
the’ board ‘is interested I could.) 8in at thie Board 
said, although they have the jurisdiction to grant 
the right of a railway, a Dominion railway to take 
over a provincial line they would only do it ina 
ease of necessity and not for the financing of the 
Dominion railway or conceived railway lines. I 
hope I have not gone into that at too great length 
but that is our feeling about the matter. 

MR. COMMISSIONER BRITNELL: Thank you. 

MR, COMMISSIONER HARDY: I gather from 
your comments, Mr, Mathieson, that the situation 
is definitely confused. The Board of Transport 
Commissioners are reserving the right to go either 
way on these things. 

MR, MATHTESON: I do not know; in the 
question of constitutional law there is a field 
that is known as no-man's-land that has caused 
many, many decisions over the years. That question 
did arise, of course, Dr. Hardy. It was cited, 
the Westspur case itself, where just the previous 


year Westspur apparently wished to complete an 
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extension of its line in Saskatchewan and applied 
to the Board for permission to do so. Then the 
Provincial Government came in and informed the 
Board, "We already have a provincial permit to 
build the same extension and, in fact, started to 
construct it" and the Board said, "We have juris- 
diction to grant an order to Westspur." I do not 
know exactly what was said but the fact was it 
would not be in the public interest to duplicate a 
pipeline and, therefore, they did not grant West-- 
spur the order. lt ls a.matter of common sence 
in the granting of an order in 4 case like this 
every at there Ls the Jur sdiction, 

MR, COMMISSIONER BRITNELL: Mr. Johnston, 
venturing on a littie from the constitutional 
position of Westspur, perhaps to collect a little 
oil from the line, it is stated on page 36 of your 
brief "that the Interprovincial existing facilities 
which provide for a 200,000 to 250,000 barrel-a-day 
market would cost up to $240 million. I wonder if 
you would care, Mr, Johnston, to venture a guess as 
to how much of the new oi] required would come from 
Alberta and how much from Saskatchewan? I do not want 
to appear to be a Maritimer. 

MR, JOHNSTON: I do not think I can answer 
that. question. What oll 1s @eisvered to Uc asa 
carrier is completely within the discretion of the 


shipper. I would imagine the laid-down cost of the 
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oil would have some bearing on what the shipper 
wants to pay but we do not have any jurisdiction 
over the tenders delivered. to.us.. It. would be 
Mery.avilicult tor us to say today a. great pact 

of that oil is coming from Alberta or Saskatchewan 
or either one. 

MR, COMMISSIONER BRITNELL: The fact that 
you suggest the possibility of a take-off from the 
Manitoba-Saskatchewan border at Cromer might suggest 
that, since that oil from Saskatchewan fields would 
be 500 miles closer. 

MR, JOHNSTON: I did not mean to convey that 
impression at all. The take-off you are mentioning 
just happens to. be.in.that. area.and proceeding due 
east through to Montreal, this so-called northern 
route or all-Canadian route changes direction but 
that is a geographical reason for the take-orf in 
Cromer but has no bearing that erude could be 
meceived into .Cromer. ... £ should correevs thaw it 
that is the impression you got. 

MR, COMMISSIONER BRITNELL: Has the éompany 
ever considéred the possibility of using at least 
partuor iss line for petroleum products transporta- 
tion in view of the fact of some unused capacity 
in the system. 

MR. JOHNSTON: You are talking about 


refined products? 


MR, COMMISSIONER BRITNELL: Yes, sir? 
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MR, JOHNSTON: No, sir, we could not do 
that. 

MR, COMMISSIONER BRITNELL: I believe it 
is done someplace in the United States, 

iiR, JOHNSTON: I do not know of anyone hand- 
ling crude who do that; some handle a great many 
grades, sometimes up to 25 or 30 in many lines going 
down the scale but in our case Fe 2s strictly | crude 
line and with the complex operation -- I think you 
possibly had in mind using one line for crude and 
one line for products but we could not do that even 
though there is really no market for a products 
fioe, it our epartLlcudar area. 

MR. COMMISSIONER BRITNELL: I was thinking 
of Using one of the lines part of the time for 
refined products. 

MR, JOHNSTON: At the moment I could not 
think where we could move them to through the system 
as we are set up today. 

MR, COMMISSIONER BRITNELL: I thought there 
might be someplace where there would be a normally 
relatively small refinery and it would be more economic 
al rather than several small refineries along the line. 
I thought it might be a more economic operation if 
all other aspects were feasible. 

On page 17 you observe that Imperial Oil 
Limited in getting the initial Interprovincial Pipe 


Line project under way assumed direct responsibility 
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for the purchase of pipe in an amount of some 

$9 million. As a result of this service did Imperial 
acquire any special consideration in the way of 
stock options or any other purchase of that nature? 

MR, JOHNSTON: Absolutely not, sir. 

That money was put up because it was a question at 
that time, you will recall that pipe was in very 
short supply and it was a question of getting in on 
the west when we could possibly could and our financ- 
ing, as I recall, was not completely finelazea. we 
did not have the cash, I might say, and 10 was, 

in fact, a guarantee that somebody would pay for 

that pipe. It was quite obviously a temporary measure 
done to expedite the constructing and financing of 
this line and as a result of it there was certainly 
no favouritism or anything granted as a result. It 
was merely set up to get us into business. 

THE CHAIRMAN: Mr. Johnston, is there any 
reason why an oil transmission pipeline could not be 
laid on the same right-of-way as a natural gas trans- 
mission line? 

MR. JOHNSTON: Physically, i believe it is 
poseipie. 9 L might say that with any pipeline company 
the right-of-way is really their lifeblood and which 
they regard very jealously. 

THE CHAIRMAN: I am not speaking of the 
legal provisions; I am speaking of the engineering 


or physical possibility. 
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MR. JOHNSTON: I do not mean legal either. 
What I meant was, you take a right-of-way and with 
the expectation of laying more lines within that 
aréa, if another company laid a line in our right- 
of-way it would cramp us for future development and 
ao vecie cases Dneré 1S actually not room.) sPhya caliy. 
it would probably be no different than laying another 
loop in our own right-of-way. Physically it can be 
Aone, Sir, 

THE CHAIRMAN: So that, as far as you are 
concerned, the natural gas line could be laid along- 
side your line or put onyour right-of-way. 

MR, JOHNSTON: Physically it could be done, 

THE CHAIRMAN: There would be no probiem, 

MR, JOHNSTON: I might have some problem with 
our engineers, 

MR, PATTILLO: I think, probably, fesnourd 
bring something out about this: at the present time 
construction practice followed by Interprovincial is 
to have a 60-foot right-of-way, is that correct? 

MR, JOHNSTON: Yes. 

MR, PATTILLO:And that is what is required 
under The Pipe Ilines Act? When you are putting a 
line in, for instance, when you put in your exten- 
sion line from Sarnia to Port Credit, where did you 
locate the first line in relation to the north 
boundary of the right-of-way? 


MR, JOHNSTON: 20 feet south of the north 
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boundary. 

MR. PATTILLO:; When you put in a looping, 
how close is the placing of your second line to the 
eenure tine OF the first ditch? 

MR, JOHNSTON: Ten feet away, sir. 

Mn CPATTILEOs Sovthat, Vou cans icon 
engineering practice, put in how many lines safely 
in a 60-foot right-of-way? 

MR. JOHNSTON: Four -- three or four, depend- 
ing, of course, 

MR, PATTILLO: From engineering practice 
what distance would there have to be for safety between 
the centre line and the ditch on a natural gas pipe- 
line and the centre line and the ditch of a crude oneal 
ie? 

MR, CLUTE: Based on the result of some Of 
the testing and the blow-outs of the Trans-Canada 
line, I would want it at least 100 feet away. 

THE CHAIRMAN: Would you tell me, please, 
what is the maximum developed diameter pipe that is 
available in Canada; manufactured in Canada? 

MR, CLUTE: I believe the largest that has 
peen manufactured to date is a 26-inch but. cL under 
stand, Welland Tubes Mill can go up to 4O inches. 

THE CHAIRMAN: Would it be, in your opinion, 
correct to state if a new pipeline were bUuLLG to 
Montreal and Western Canada that all of the pipe could 


be obtained in Canada? 
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Min CLUTE Ss Yes, (sir. ac) Coulda werent 
ent on the required schedule of deliveries. 

THE CHAIRMAN: Within a two-season con- 
SurucUuLOM period. 

MA CLUTE: hat would, I believe, take 
up more than the mill capacity but Welland Tube 
have a large capacity pipe -- but I am not sure. 

THE. CHAIRMAN: But for all practices our] 
poses substantially all of it could be purchased in 
Canada. , 

Mae CEU. Yeo. ‘Sir 

THE CHAIRMAN: Mr. Weldon, would you be 
good enough to tell us what percentage your main- 
tenance and control of your line is of your operat- 
ing expenses? 

MR, WALDON: I can get the figure for you: 
approximately, 22% of our operating expenses, de- 
preciation and interest, taxes other than income 


taxes. 


THE CHAIRMAN: Well, your operating expense 


item of $7,082,000, 1957, I was taking that. Tha © 
is exclusive of taxes, depreciation, interest. 

MR, WALDON: 22%. 

THE CHAIRMAN: 22%, thank you. Your major 
subsidiary company is the Lakehead Company, is it 
not? 

MR, WALDON: That is correct. 


THE CHAIRMAN: Do you publish a legal 
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balance sheet for Interprovincial Pipe Lines or 
Lakehead Company or both? 

MR, WALDON: An annual report is pub- 
lished by Interprovincial which contains consolida- 
ted accounts. 

THE CHAIRMAN: I asked you whether you 
issued a legal balance sheet for either of those 
companies? 

MR. WALDON: They are prepared by our 
aUGLUOrs but they ave nou @iven to the sharenoiders, 

THE CHAIRMAN: They are not published. Would 
you be good enough to file with the Commission your 
legal balance sheet and profit and loss accounts for 
Interprovincial and Lakehead for the years 1957, 


1956, 1955 and 1954. 
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MR, WALDON: Do you want a consolidated 
statement? 

THE CHAIRMAN: I think we can get the con- 
solidated statement from your annual reports; isn't 
that.correct? 

MR. WALDON: I meant a consolidating state- 
ment, leading up to the consolidated statement. 

THE CHAIRMAN: If you have it, that would 
be ine, 

MR. WALDON: We would be pleased to. 

THE CHAIRMAN: Nowy am I correcn, Me. 
Waldon, that your barrel miles in millions was down 
some 6 million in 1957 as against 1956? 

MR, WALDON:* That’ is correcv, 

THE CHAIRMAN: But your revenues held 
substantially the same? 

MR, WALDON: No, sir, they were down some 
$700,000. 

THE CHAIRMAN: Well, let's come down to 
the bottom figure, net income. Net income was down 
less than $200,000; is that correct? 

MR. WALDON: ‘That is correct. 

THE CHAIRMAN: And as I gather from the 
evidence, your throughput, which would mean your 
parrel miles, again for the first quarter of this 
year is down as against the first quarter of last 
year. 


MR. WALDON: No, they are up; Sir, 2e° 2 
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result of the extension to the Toronto area; that had 
a marked effect on our operations. 

THE CHAIRMAN: And that would account for 
your increase in your first quarter's earnings in 
1958 over 1957? 

MR, WALDON: . That is correct, 

THE CHAIRMAN: I think,gentlemen, that we 
can adjourn. Mr. Warterfield will be here after 
funeh, “Mr Pactillo. 

MR, PATTILLO: Yes. 

THE CHAIRMAN: Gentlemen, we will adjourn 


and reconvene in this room at 2 p.m. 


~--Whereupon the hearing adjourned at 12.25 p.m. 
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---On resuming at 2 p.m. 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr. Pattillo? 

MR. PATTILLO: Mr. Chairman, if the 
Commissioners have finished the questions that they 
wish to ask, I understand from Mr. Frawley that he 


wants to ask some questions. 

THE CHAIRMAN: Mr. Frawley. 

MR, FRAWLEY: Mr. Johnston, on page — 
perhaps you could tell me where this stock owner- 
ship appears. Page BOs ke oe 

MR. JOHNSTON: Page 30, sir. 

MR, FRAWLEY: There I see that you show 
Imperial owns 33.22% of your comoany, British 
American Oil Company Limited 7.12%, and Canadian 
Oil Companies Limited 1.98%. I wonder if you knew 
that some very fine people are claiming relationship 
with you too. I wonder if you knew that the Jersey 
company distinguishes you by listing you among their 
principal arriliaves. 

MR, JOHNSTON: I have seen that statement 
in this year's report, I haven't seen it in last 
year's report. 

MR, FRAWLEY: This is the 1957 annual report, 
page 18, and in the list of principal affiliates they 


show in Canada Imperial Oil TOP; Interprovincial Pipe 
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Line 23%, and Trans Mountain 6%. I suppose that 
that. 23% isi just a piece of arithmetic; 

MR, JOHNSTON: I believe that is figured 
on Jersey's participation in Imperial Oil. I think 
it is 67% of 33%, something like that. 

MR, FRAWLEY: But it does put you into 
the Jersey family, doesn't it? 

MR, JOHNSTON: Yes, on’ that’ basis. 

MR. FRAWLEY: And in that same family is 
the Creole Petroleum of Venezuela. 

MR, JOHNSTON: Yes. I believe the Creole 
is much closer, I would say, than Interprovincial. 

I would say that Creole may bear the same relation 
to Jersey as it does Imperial. We might be con- 
sidered one step removed. 

MR, FRAWLEY: Now, Creole exported to Canada 
in 1957 33,893,000 barrels. Now, that just shows 
as the destination the Creole crude oil and refined 
products. I am wondering if you know enough about 
the operations to say whether that: is» aleincrude or 
mostly all. crude. 

MR, JOHNSTON: I would have no knowledge of 
that at all, Mr. Frawley. 

MR, FRAWLEY: If it were all crude, I just 
wanted to compare the importance Of chines LE temareading 
from the Creole statement of 1957: "Crude oil ex- 
ported to the United states was 64,900,000 barrels 


as against Canada's 37,000,000",and as far as Canada 
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is concerned, do you know of any other destinations 
except MoHeRed2 and Halifax for Venezuelan crude? 

Ming -“oONNS TONY) “Noy sire, @t donors 

MR, FRAWLEY: I mean Creole crude? 

MR, JOHNSTON: No. 

MR. FRAWLEY: Now, whether or not Creole 
is an exporting company or otherwise -- I read that 
same paragraph from the same 1957 statement: "In 
1957, 93% of Creole's production was sold for export 
from Venezuela to markets throughout the world and 
the remainder was sold in Venezuela for local con- 
sumoelon -and-as “ships” bunkers)" “Se "Lt ds, or course, 
almost exclusively an export-producing company. Now, 
Lipa “sb to yourtthat it is very diiriculte wo examane 
your entry into the Montreal market or your investi- 
gations of the Montreal market except in the setting 
that for every barrel you would put in there of 
Alberta crude you would be displacing crude from one 
of your associate companies. 

MR, JOHNSTON: That would be true, sir, 
but again I wovld like to emphasize the position that 
Interprovincial would have to take that on solely 
as a company engaged in the transportation of petro- 
leum., 

MR, FRAWLEY: Except that there A SHG 
anything at all wrong about your having regard to 
the interests and the policy of a company that owns 


you one-third. Is that not a reasonable assumption? 
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MR? JORNSTONs eel thank unatp Lone cue ss. ble. 
em bhesotherrhand, Li think I-may alsossay* that Imperial, 
the 33% interest in Interprovincial is creating no 
difficulty than any other shipper in our line. 

MR. FRAWLEY: Speaking of the relation- 
ship of Imperial to Jersey, I wonder if you can throw 
any P2ehtwon this particular paragraph I take trom 
page 15 of the last Jersey report: ‘In addition, 
at December 31st, 1957, Imperial Oil Limited was 
obligated to provide funds totaling $106, 000, 000 
in the event that Interprovincial Pipe Line Company, 
Trans Mountain Oil Pipe Line Company, or the Portland- 
Montreal pipeline companies are unable to meet cer- 
tain outstanding debt obligations." To what does 
thapmreten? 

MR, JOHNSTON: I would say that,as far as 
the Interprovincial portion of that is concerned. 
4% would bear on the throughput agreement which was 
submitted in our brief and which was commented on 
this morning. Now, I don't know how the dollar would 
work out on that, put a portion of that would be the 
poriGvonr eS £ Interprovincial's debt that they would be 
obliged to service. [t shows, 2 believe. 2e. a .con- 

| tingent liability in the financial statements of those 


companies. 


MR, FRAWLEY: While we are talking about 


the throughput agreement, looking at page 42 of your 


brief, there is a figure there in paragraph 3 of the 
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eye 


agreement: "....an average daily throughput for such 
calendar year of 59,673,000 barrel miles," 

My J ORNSTON: O\Yes, ‘Sir, 

MR,PRAWLEY: I am told that that amounts 
SOmabout 35,000 barrels pér day; is that about right? 

MR, JOHNSTON: Yes, sir, I believe that is 
the figure. 

MR, FRAWLEY: That is not a very significant 
barrelage when we are talking about endeavouring to 
get the Montreal market. 

MR. JOHNSTON: It has become more insignifi- 
cant each year as our throughput has grown. 

MR¢ OFRAWLEY: So it Is more insignificance 
than it was and will probably continue to be more 
ansienificant. 

MR. JOHNSTON: Quite so. 

MR, FRAWLEY: So it isn't anything to talk 
about in régard to. Imperial "“s inabllecy from aicon-— 
tractual standpoint of participating in the Montreal 
market? 

MR. JOHNSTON: No, except that it is a 
liability on their balance sheet until such time as 
the bonds are retired. 

MR. FRAWLEY: And, of course, by its terms 
it only applies to transportation as far as ‘Sarnia. 

MR, JOHNSTON: Yes, on our first financing. 

MR, FRAWLEY: Now, Mr. Johnston, by virtue 


of the way in which your evidence was given, and it 
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dealt with many things here and there, I may as well 
Ben you something right now. Home Oll put in a tieure 
of 51.S¢ at which they said they could deliver Alberta 
opie co Montreal through a 30 inch line, ‘Thavws 
what you understood, isn't it? 

MR, PATTILLO: On an average, fifth year 
average. 

MR, FRAWLEY: But it is an average which 
would commence from the beginning of operation. 

MR. JOHNSTON: I understood that was an 
average for the first ten years. 

MR, FRAWLEY: But it was a figure which was 
going to commence from the first day of operation? 

MR. JOHNSTON: That was my understanding. 

MR. FRAWLEY: Now, the figure you have given 
us - and I want to be clear about this - is 70¢ to 
Montreal. Will you tell me again, what is that 70¢? 

MR, JOHNSTON: I think I said about 70¢. 

MR, FRAWLEY: And that is from Edmonton to 
Montreal? 

MR, JOHNSTON: That is correct. 

MR. FRAWLEY: And Mr, Clute this morning 
gave us three alternate pipelines. To which one 
would the 70¢ apply? Would it apply to all? 

MR, JOHNSTON: It would apply to two of 
the routes, the one through the Sault and the so-called 
extension of the present system, and approximately 


73¢ would be the rate on the all-Canadian or Northern 
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MR. FRAWLEY: It would be 73¢ building from 
Cromer eastward generally following the Trans-Canada 


gas line? 


2 


JOHNSTON: Yes. 

MR, FRAWLEY: And it would be 70O¢ via the 
Sault? 

Mie “ST CHNSTON? © 3 Yess 

MR, FRAWLEY: And the other one is using 
Vou “OW Lacita bles 0 Darna and. 2b te pul dine re 
separate line to Montreal, and that also would be 70¢. 


So that we can compare the 51.8¢ with the 70¢ or the 


Me PODNSLONS wes. 

MR. FRAWLEY: Apropos that also, would you 
look at the Montreal pipeline, page 36. There is a 
paragraph I have been instructed to ask you about. 
"The estimated investment required for the modifica- 
tion and extension of the Interprovincial facilities 
Wicn Capacity to provide Tor a2 200-250,000 barrels 
per day market at Montreal could be up to $240,000,000." 
Now, would you first, please, Mr. Johnston, Pa Cas 
paragraph into the evidence Mr. Clute gave us this 
morning with his three pipelines? 

MR. JOHNSTON: Mr. Clute has those figures 
right there. May I ask him to substitute, sir? 

MR. FRAWLEY: Yes, fine. 


MR, CLUTE: Mr. Frawley, that $240,000, 000. 
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ANGUS, STONEHOUSE @ co. LTD, 4376 
figure was a very, very preliminary figure via the 
Sault which, “as we now: Look "at it, is now $253,000, 000. 

MR. FRAWLEY: There is something else I 
would like to bring to your attention. You gave us, 
Mr. Johnston, some reserve capacity figures. 

Mie COHNSTON: Yes, Sir. 

MR, FRAWLEY: 88,000 barrels in the Edmonton 
to Regina section, 147,000 in the Regina to Cromer 
section, 108,000 in the Cromer to Gretna section, 
157,000 in the Gretna to Clearbrook section, 180, 000 
in the Clearbrook to Superior section, 72,000 in the 
Superior to Sarnia section, and 68,000 in the Sarnia 
to Port Credit section. Now, as to what date are 
those figures to be taken? 

MR, JOHNSTON: April list. 

MR, FRAWLEY: Now, can you give me an estimate 
of what the average 1958 figures would be for those 
same sections? 

MR. JOHNSTON: Mr. Frawley, we have some 
construction planned for this season which will make 
some modifications in our system. At the end of 
1958 - I think that is the information you are asking 
for - after taking into consideration the additional 
loops that we are putting into the system now, those 
figures become - you have Edmonton to Regina, 128,000; 
Regina to Cromer, 200,000; Cromer to Gretna, 157.000; 
Gretna to Clearbrook, 157,000; Clearbrook to Superior, 


188,000; Superior to Sarnia, 121,000; Sarnia to Port 
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Credec, (0, 008s 

MR. “FRAWLEY:.. Yess. D. putt to. you,, Mn. 
Jonnaton.ssthat if you just left those figures. on the 
record as you gave them yesterday I am instructed 
by the Conservation Board engineers that that 88, 000 
barrel reserve for Edmonton to Regina would disappear 
in DOUG wWulywor August,of chs. year, 

MR. JOHNSTON: A little bit later than 
August. Yes, it would be away by the end of the 
Eaira quarter. 

MR. FRAWLEY: And then you would have to 
adjust all of the remaining figures. 

MR, JOHNSTON: Yes, that is so. This was 
the situation as of today, and this spring we will be 
adding the loops, and, based on today's pumpings as 
we see them, those are the latest reserve figures 
as I have given them. 

MR, FRAWLEY: And as you will experience 
them during the 1958 shipping season, you couldn! t 
hope to supply the Montreal market, could you? 

MR, JOHNSTON: I would certainly be very 
pleased to see those reserve figures disappear. 

MR, FRAWLEY: But when they disappear, 
that just puts you out. of the pieture as far cas 
supplying the Montreal market is concerned with your 
present facilities. 


MR. JOHNSTON: That is right, with these 


throughputs. 
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MR. FRAWLEY: And you have never intended 
to supply the Montreal market with your existing 
faci lates? 

MR JOHNSTON: TINO sears 

MR, FRAWLEY: You do realize that trying 
to supply the Montreal market requires eventually a 
new line from Edmonton to Montreal. 


MR, JOHNSTON: « .Thateie (trucsmsar. 
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MR. FRAWLEY: And I suppose again, in 
fairness to you, you feel that that is what you are 
going to have a. little later on? 

MR, JOHNSTON: If anybody builds this 
line and it becomes a practical thing, I think 
Interprovincial will be the vehicle to do it, sir. 

MR, FRAWLEY: When did you first start 
thinking about serving the Montreal market? 

MR. JOHNSTON: I would think possibly -- 
it has been discussed, 1 would say, for about a 
year, with any degree of seriousness. 

MR, FRAWLEY: With whom did you discuss it 
seriously during the last year? 

MR. JOHNSTON: 1 think it has. been dis- 
cussed within our own organization. 

MR, FRAWLEY: Well, your own organiza- 
tion —- let us look at the Board of Directors. Mr. 
Carson represents what company? 

MR, JOHNSTON: Imperial Oil Limited. 

MR, FRAWLEY: Mr. J. W. Hamilton? 

Don't tell me. That is Imperial Oil Limited, 

Mr. Johnston represents himself. 

Mr. Lance? 

MR, JOHNSTON: Imperial O11, 

MR. FRAWLEY: Mr. Lofney; he is 
British-American Oil? 


MR, JOHNSTON: Yes. 


— MR, FRAWLEY: Mr. Moore, Imperial Oil. 
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Mr. Harold Ray represents Canadian Oil Companies 
and Mr. D. R. Walker represents who? 

MR. JOHNSTON: Woad, Gundy. 

MR, FRAWLEY: And Mr. R. H, Reid represents -- 

MR, JOHNSTON: London Life Insurance Company. 
He is the president of London Life Insurance Company. 

MR. FPRAWLEY: Are they large stockholders, 
the London Life? 

MR..dOHNSTON: No; sim. 

MR, FRAWLEY: After you discussed this 
with those four Imperial directors, what encourage- 
ment did you get from them to further your plans 
to investigate the Montreal market? 

MR. JOHNSTON: - I cannot say that we have 
ever been very much encouraged. I think the thing 
has been developed and brought up to its present 
stage. 

MR, FRAWLEY: Well, Mr. Johnston, I don't 
want to even pretend to be coy about it. The 
Imperial Oil Company is opposed to the building 
of pipelines to serve the Montreal market, isn't it, 
from written words which have been filed here? 

Soul yeu WoRtorvouUs,st Franky. and 7 -ceindae Os bt oud. & 
to investigate too seriously or to examine too 
seriously your proposal to go to the Montreal market 
when the firm that owns you one-third is opposed 

tor it. 
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mind, Mr Johnston, please, 

Min. “JOHNSTON: “f wish 7 could; MPT Frawley. 

MR. FRAWLEY: Well, perhaps you could 
start with yourself, Mr. Johnston. 

MR. JOHNSTON: May Tl say, again, that 2 
do not like to labour this point, but I do think it 
is very important in our particular company. 

~é have said that throughout any discussions 
on the Montreal market that, in our opinion, the 
only way this line can be financed is through a 
throughput agreement from the various shippers or 
manufacturers in that area. We have looked at it 
solely from that standpoint. Now, whether we would 
be able to get a throughput agreement from any 
of these companies manufacturing or refining in the 
Montreal area remains to be seen, but that is, 
really and seriously, the basis on which Inter- 
provincial has regarded that project. 


MR, FRAWLEY: And I think that is a 


perfectly fair and serious answer, Mr. Johnston. 
You say you would have to have through- 
put agreements before you could build or expand 
the line from Cromer to Edmonton and Montreal? 
MR “JOHNSTON: Yes, sir, 
MR. FRAWLEY: You havenever actually 
canvassed that, have you? 
MR, JOHNSTON: No. 


MR, FRAWLEY: It would not be sensible 
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for you to go to the manager of the Imperial re- 
finery and talk to him about a throughput agree- 
ment. 

MR, JOHNSTON: I don't think I would get 
Very Lar. 

MR. FRAWLEY: You know, because of the 
fact that you have four Imperial directors on your 
Board, you know what they think about giving you 
firm throughput agreements for the Montreal market, 
don't you? 

MR, JOHNSTON: You are probably right. 

MR, FRAWLEY: Then it seems to me that 
you are stopped before you start, as far as any 
independent, free examination of canvassing the 
DOse Olt by Of putting Alberta crude tava. 
Montreal market. 

What do you think about that? 

MR. JOHNSTON: I think these companies that 
are in the Montreal market are large companies. I am 
quite sure that they have the entire interests of 
Canada at heart and, as they have done in the past, 
I am sure they have done many things which do not 
fit into their normal form of business which have 
been of assistance to various parts of the country. 
I think possibly this may be considered in that 
category. 

I cannot state, from the standpoint of 


the economics, as to the particular oil companies., 
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because that is their own business. 

MR. FRAWLEY: Mr. Johnston, I take second 
piace tO no one in my admiration of Imperial O11 
Company and everything they have done for Canada 
and for my own Province of Alberta, also helping 
themselves while they were helping Alberta. 

But the fact ie that, Looking at it. from 
the standpoint of Interprovincial Pipe Line Company, 
what bothers me is how we can regard you as a 
free agent to investigate seriously and contemplate 
seriously and make serious plans for the putting 
of Alberta oil into the Montreal market, when Imperial 
OL, in its wisdom and having in mind ite motions 
about the good of Canada, feels that Alberta oil should 
ROU EO. THeEre, 

Now, do I put my problem i a. iaie a 

MR, JOHNSTON: Certainly. 

MR. FRAWLEY: Then I put it to you that we 
have to look elsewhere for someone to build the line 
into Montreal. 

MR, PATTILLO: Mr, Chairman, I do not chink, 
with respect, that Mr. Frawley is being fair, because-- 

THE CHAIRMAN: We have not heard from 
Imperial Oil. 

MR, PATTILLO: No, no; but, on the 
evidence we have right now, Mr. Clark, who gave 
evidence for Home, made it very clear that you 


could not finance this line unless you had throughput 
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agreements either imposed by the governments or 
Gluntary. 1 do not think, therefore, it its 4 

question of looking elsewhere. It is a question 
Simply of finding whether you are going to have 
throughput agreements, voluntarily or otherwise. 

THE CHATRMAN: I think, Mr, Johnston -- and 
with all due respect, Mr. Frawley ---that the question 
is a little unfair, because we have not yet heard 
from Imperial Oil. The Commission does not know the 
statements to be true that you, Mr, Frawley,are 
putting in Mr, Johnston's mouth that this 33 1/3% 
shareholder in his company is against having Alberta 
oil go to the Montreal market. ; 

MR. FRAWLEY: Mr, Chairman, 2 certainty do 
Now went £o be untair, 1 was nov. endeavourina co 
put Home OLl anto the bulidinge of -a pipeline to 
Montreal, to the Montreal market, because I realize 
mae Mr. Clark Said about the vai Tepeul tres eo mas 
far as that is. concerned, Home O11 18 nov in voere. 
6ither. I was trying to do one thing ava timieo 
was endeavouring to find out whether Interprovincial 
could be regarded as a company that could pub OL. 
into the Montreal market. The difficulty is there 
of throughputs and Home Oil may find 1G Jjusteras 
@iffieult to get it as Interprovinelal. 

At the moment, I was directing my atten- 
tion entirely to Interprovincial. 


THE CHAIRMAN: While we are speaking of 
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(iis, ceheresis One thingy Mry.Johnstony that’ I think 
Mr. Frawley, if we read the record correctly -- at 
tcteee cnas 1s my recollection of 1%, and 1 did not 
want to stop Mr. Frawley at the time of his question- 
ing -- but I think he got from you more or less of an 
admission that if Imperial O11 shipped crude from 
Alberta to Montreal it would have to come over your 
pipeline. That, to me, was the essence of the admission 
and I would like that corrected on the record, because 
£ do mot thimk youl should be put into thes posiclonme ol 
giving any kind of legal opinion as to the rights of 
Interprovineial versus Imperial Oi1 or the operations 
of Imperial Oil in this undertaking, and I would like 
thatiiclear on the record so that av wide never stand 
in the way of any question that might arise. 

MR, JOHNSTON: ‘Thank you, 

MR. TRAWLEY: Would you like to make a further 
statement apropos of that, Mr. Johnston, or are you 
satisfied with what the Chairman said? 

MR WOUNSTON 2 9 Yes Agee 

THE CHAIRMAN: I think we would take it as 
not being an admission, because Mr, Johnston did not 
have the benefit of legal advice when he made such 
admission. 

MR, FRAWLEY: You do not regard it as your 
business to search very far and to make any very 
pantileular xtended investigation of supplying the 


Montreal market with Ove 
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Now, the reason I Say that is that © want 
to know whether that is what you meant at the bottom 
of page 36: 
"It will be observed that no attempt is made here 
"to explain or outline the various economic and 
"political problems that confront the petroleum 
"industry in the study of this problem. It is 
"submitted that the answers to these serious 
“questions do not lie with the pipe line company. " 
Now, will you explain that? What are the 
things that do not lie with the pipe line company? 
MR, JOHNSTON: What we had in mind at 
that point, I believe, was the position of the various 
companies operating in the Montreal area, their costs 
for domestic crude versus foreign crude. 
The point we wished to make was that, if 
it is feasible, after those problems are decided by 
the various shippers, and they are prepared then to 
give a throughput agreement at that point and it is 
decided the best thing to do is to move Alberta oil 
to Montreal, then we would come in on the throughput 
agreement. 
MR. FRAWLEY: When the interprovincial line 
Was bULIt, or on a given day belore The Incverorovincia 
line was linked with Sarnia, the Sarnusa veriner ve. 
were being supplied with foreign oil, United States 
oii, and the completion of the Inverprovinciar” Tine 


displaced that foreign oil, shut back the foreign oit, 
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GhGr ial mot? 


MR. JOHNSTON: Yes 


MR, FRAWLEY: That was Midcontinent 611? 


MR. JOHNSTON: Tllinois and Midcontinent 


) 


I believe, 

MR, FRAWLEY: Notwithstanding that it 
was considered to be good Polley at.cia titi mewte 
put Alberta oil into Sarnia and displace the foreign 
Ot 

MR. JOHNSTON: Yes, 

MR, FRAWLEY: Would you care to venture an 
opinion as to what the difference is between the 
shutting back of the foreign oil at Sarnia, when the 
Interprovincial.was completed, and shutting back the 
OVerseas O11 in the Montreal market WP 4 pipeline 
were built into the Montreal refining area? 

MR, JOHNSTON: No, ZI don't think I can commen 
on that, Mr, Frawley. It is certainly. Leone ay tin 
purely from the nationalistic standpoint, 2o mwoudd pe 
a very desirable thing to see Canadian crude used in 
its own country,particularly as there appears to be 
Ror puis OL 16% 

hese other factors, TF think, \pirokeos7 
far outnumber the difficulty -- the difficulties of 
reaching Montreal are probably far more than they 

were In reaching Sarnia. 

MR. FRAWLEY: You used the word "national- 


istic”, That particular word does not appeal to me, 
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pUG tet us say “national”. 

We were national in wanting to put our 
Pitetiee.carnia, to displace foreign crude, were we 
not? 

MR, JOHNSTON: I presume that was part 
OL ao, 

MR. FRAWLEY: And we were national, when 
we wanted it extended, and you would extend ‘ag ys wee 
Suppose to shut back some more of either foreign crude 
or foreign products? 

MR. JOHNSTON: Not necessarily; to remove 
the tanker shipment from Superior. A great part of 
that oil is now -- a great part of the crude was 


moved by tanker from Superior. 
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MR, FRAWLEY: Let me be clear about it: 


Did the only displacement take place at Sarnia; was 
there no displacement at all of any non-Canadian oil 
following your extension to Port Credit? 

MR, JOHNSTON: No, but I believe the Canadian 
crude has displaced some smaller operations of foreign 
crude which were pun LACS Toronue? 

MR, FRAWLEY: So the situation is, we were 
following what you might call national motives in 
building our line to Sarnia and extending it to Port 
Credit; why not extend it to Montreal on the same sort 
of national thinking? 

MR, JOHNSTON: I think there is a great 
deal more to it than that, Mr. Frawley. The economic 
side of it which we, as Interprovincial, have not been 
prepared to go into because we feel, as we pointed 
outs thatthe line = can “be. Tinancedaioniy. thvougs the 
support” ofthe shippers and the other probtems tie 
with that. 

MR, FRAWLEY: Now, I was interested this 
morning in what you said to Mr. Pattillo about 
Venezuela oil refined in Montreal entering the Ontario 
market; that is, through the facilities of the Trans 
Northern Pipe Line. 

MR, SOHNSTON: | + Yespe sim 

MR, FRAWLEY: Now, the people who are doing 
that are McColl-Frontenac with a refinery, the 


Regent Refinery at Port Credit. 
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MR, JOHNSTON: They have a reinery ‘avy 
Port Credit, yes. 

MR. FRAWLEY: What crude are they using 
au Port Credit? 

MR, JOHNSTON: They are using partial 
Canadian crude from our system and, I believe,,, they 
still import a little bit of Venezuelan CYAIGLE ss unde 
cannot give you the quantity. 

MR, FRAWLEY: How would they bring the 
Venezuelan crude up? 

MR. JOHNSTON: By tanker. 

MR, FRAWLEY: By tanker from Venezuela 
to Toronto to Port Credit. 

MR, JOHNSTON: It may be shipped from 
Montreal, I do not know. 

MR, FRAWLEY: Then they also use the products 
line to send Montreal refined products into the 
Toronto area? 

MR. JOHNSTON: I believe they bring products 
up, yes. 

MR, FRAWLEY: B.A. has a refinery at 
Clarkson and also one in Montreal; is that not so? 

MR, . JOHNSTON: Theatre ica. 

MR, FRAWLEY: And they, in part, supply 
their Ontario market with Venezuelan oil refined 
at Montreal. 

MR, JOHNSTON: I do not know that fora 


fact; I know British-American is part-owner of the 
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trans Northern Pipe Line, To the extent that any of 
these companies are using the line, I really have 
no firsthand knowledge. 

MR. FRAWLEY: The Petrofina Company with 
no Toronto refinery and with some market in Toronto 
supplies that Toronto market with Montreal refined 
crude that they bring in from overseas somewhere, 

MR, JOHNSTON: I am told they are dispersed 
through that line; we have no direct connection or 
contact with them. 

MR. FRAWLEY: What is the situation with 
regard to Imperial? They have a refinery at Sarnia; 
do they have a refinery in theToronto area? 

MR. JOHNSTON:  Noze Si. 

MR. FRAWLEY: They do have a refinery in 
Montreal. 

VR, JOHNSTON: Nee, 

MR. FRAWLEY: Are they sending Montreal 
refined products into the Toronto area? 

MR, JOHNSTON: To my knowledge, no. 

MR, FRAWLEY: Yesterday, I think, or when 
Mr. Brown was giving his evidence, L think he puc 
some figures on the record that he would have a 
per hundred barrel mile cost of 2,6. Hersaid,. and 
I want you to check me if I am not understanding his 
evidence right, that Tnterprovincial would have a 
per hundred barrel mile cost of 3.24¢, Did you 


understand that he used those figures? 
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Mis JOHNSTON: Nog sire dudomot recall 
those, 

MR, FRAWLEY: I was instructed by some of 
my people that he had put those figures on the record 
and I was wondering if you would comment, 

MR. JOHNSTON: May I check that? 

MR. FRAWLEY: Yes. 

MR. JOHNSTON: Mr. Frawley, that figure 
of approximately 70¢ that we have mentioned works 
out to 3.42¢ so probably that is the figure. 

MR. FRAWLEY: That could be the figure. 
May I ask Mr. Waldon some questions: Mr. Waldon, 
you were good enough to give me some cost figures 
yesterday and I have put them on a statement which 
I will show you and ask you some questions about. 

MR. WALDON: -Didudie turn tout T-onpers 
mistake that I gave them to you? 

MR, FRAWLEY: Either you gave them to me 
or I took them from you. Now, this statement is 
intended to compare the money that you get in in 
tariff rates and the money you have to spend to 
earn that money. The figure at the top is your 
composite tariff rate covering all movements, 
4,.33¢ per hundred mile barrels. Is that correct? 

MR. .WALDON: . Thate-dS correct, sherop hav: 
and wlonge. haul. 

MR, FRAWLEY: Edmonton to Sarnia rate is 
3.67 per one hundred mile banreis. Ls that also 


correct? 


PS oe 
a Ay 5 

+ oer 
=e 


. sh ce ee 
« fof a 


4 
Liseet Sedan th ae 


ho shoe eer Sigatoads “Baw va 
biosea oii he er omer 


seubgit Jabs Silbe Sit Oty 
ae Swohiayees a he i SUG erat bas avant 
juots ei@itéoc SB48 Bey ae dee dtEE woe Law 
“Ailes 
‘ ad ‘od arte Avo ‘ < PET 2 HOCLAW ess 
| na sc bt ead 1 eveg Ey teed eneie im 
| Sa Od dorit Bhi iy anseee “RWA M | 
| at tosiedala whty iM -itor-movh Wate oend Dome 
sd m + “4 a Sox Fhig9 “yerrain "eo - TAS oot Ses eis tat 
Od ba 09 OsVsdl' (ray orate very “bas eden see head 
“auay BE God “Srt 4a exie Tt: ie ceeinon S8H9 ~AEES 
| zoe Pon 1 bons oe Bane 
. mS oersoo teile 4228 Tescad .0-Ctm. Spears. ek C, & 
ican oda Hetis af page’ SHOC AW, 00M 
‘ i 
. sitet RHOL Dae 
ak und Ashiter? Ho tesvduba + Aan aM nil 


‘Oi Sired ali ferbabe eae is icieg ¥.2 
- ag 


am 


ee 
an 
me 
a 
3 
- 
— 
$f), 
4, 
a 
~, 
es 
— 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4395 


MA. WALDON: That is correct. 

MR, FRAWLEY: Having those figures to 
look at, this is what your expenses are for 1955; 
your operating expenses using the same unit of 
hundred mile barrels, were .73¢. 

MR, WALDON: .73¢. 

DME. BRAWLEY to<-675-00 "8 Geng, 

MR. WALDON: Those are the figures I 
gave you, 


ME 


ce 


. FRAWLEY: And your taxes, other than 
your income tax, .233; depreciation .85; interest 
on lone-term debts, .71., This is for 1955>and chat 
gave you a total of 2,52¢ charged. 

MR. WAGDON: Correct, 

MR, FRAWLEY: And adding your income 
taxes paid, .48¢ which gives you total expenses and 


income taxes paid of 3¢. 


MR, WALDON: Let us not go over that income 


tax paid so quickly; Income tax palds-- a6 you ait 
know, we follow the recommendation of the Institute 
of Chartered Accountants and defer those taxes that 
we are able to. The tax provision in 1955 was .92. 
You are absolutely right, 48 is the-amount paid. 
MR, FRAWLEY: I have another statement: 
I took the pains to work your income tax provisions 
separately. Your income tax provision in 1955 was 
.O2 of a cent. 


MR. WALDON: Correct. 
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MR. FRAWLEY: Whereas, you only paid .48 
of a cent, 

MR, WALDON: Correct, and will pay in 
future years the balance, 

MR, FRAWLEY: So, if you use your income 
tax provision instead of what you actually paid, 
you would add just that much more to expenses and 
have that much less income, 

MR, WALDON: Right. 

MR, FRAWLEY: But from the standpoint of 
the right way, to show income you have up to now 
in your annual statements and no doubt will continue 
to still show as your income tax provision, the 
amount paid and the amount saved by following all 
the capital cost provisions, 

MR, WALDON: We have done that and show 
that as a deferred liability. 

MR, FRAWLEY: ££ put. 20 (oO jou, sis sou are 
endeavouring to make up anything of a rate statement, 
that the right thing to do is to show only the 
ineomée tax paid in view of the Privy Council's 
@eeiszon of four om five <ays aco, 

MR, WALDON: I am not aware of the Privy 
Council's decision. 

MR. PATTILLO: Just because ones rime 
Minister of Canada agrees with you, Mr. Frawley, 

4% does not follow that 20 16 Necessarily seo, 


MR, FRAWLEY: “It ain't? necessarily so,” 
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MR, WALDON: Mr, Frawley, you and I have 
been over this quite often and we just do not agree, 

MR, FRAWLEY: Without endeavouring to take 
up too many pages at so much a page I might, perhaps, 
be permitted -- I now have some rather important 
people sonany side, 

MR, WALDON: It appears to be so. 

MR, FRAWLEY: Just going along with me 
that all you are entitled to charge in there are 
your -inecome taxes ipaidys you. cue toupethat atotad vempenses 
and income tax paid in 1955 of 3¢. 

MR, WALDON: Right. 

MR, BRAWLEY: Then you paid dividends of 
45 of 2 cent sopyow shave taal expenses and dividends 
3.43 cents. 

MR. WALDON: Correct. 

MR. FRAWLEY: Now, if you take your 1957 -- 
I have shown 1955, «1956'and 2957) Died Go knot eon: 
there is any need to go through all the years, take 
1957 and come down to the pottom ror ent. Youlraqe 
total expenses and dividends, 1957, 3.79 cents per 
UG, 

MR. WALDON = Tha batiswecorre cia. 

MR, FRAWLEY: Taking that figure and comparing 
it with your composite revenue, long haul and short 
haul, you have a surplus over expenses and dividends 
of about 4¢; .54 of a cent. 

MR. WALDON: It appears to be correct. 


MR, FRAWLEY: Assuming that the arithmetic 
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moe Correcy Jaurna bi sat? 

MR. WALDON: Yes. 

MR, FRAWLEY: Compare 1957 with the revenue 
of your Edmonton to Sarnia movement; revenue, 3. 67¢% 
When you compare that figure of 3.67¢ with your total 
expenses and dividends’ of 3.79¢5 you are short” by 
~l2 of a cent; Mr. Waldon. I want you to cheek those 
figures and take all the time necessary to look at 
them and question them >but they are your own figures; 
but as far as adding in your deferred taxes, as well 
as taxes paid, would only make the figures worse. 

MR, WALDON: Are you suggesting we should 
raise our rates? 

MR. FRAWLEY: No, I have got something to 
suggest about something you said this morning about 
your rate to Toronto but we will come to that in a 
moment, lam just polinving This souT co syour 

MR, WALDON: The answer lies in the snort haul 
carrying a heavier charge per mile than the long haul. 

MR. FRAWLEY: We must contemplate this then: 
LPeyou take oil ito Montreal you “are Nourse iaesvo Moe 
able to make any money on it and you are going to 
have short-haul shippers, shippers that ship say from 
Edmonton to Regina or Regina to Cromer or Regina to 
some of these Minnesota refineries, to make up to you 
what you cannot make on the long haul. 

MR, WALDON: Our statement is, if the: line 


4s built to Montreal and we are the ones to build its 
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4399 
provided we get the necessary throughput, with a rate 
of around 70¢ per barrel, we do not contemplate 
raising the short-haul rates. 

MR, FRAWLEY: It was a little worse than that: 
coming to that this morning, did not Mr. Johnston say 
he thought he would have to reduce the Toronto rate? 


MR. WALDON: We were talking about different 


MR. FRAWLEY: That could be but I was curious 
about that when I heard Mr. Johnston say this morning 
with a rate to Montreal of 70¢ he would feel obligated 
to reduce the rate to Toronto, 

MR, WALDON: The present rate to Toronto is 
7o¢. If this line was built and the rate set at 70¢ fro 
Edmonton to Montreal, it is likely we would reduce 
the Toronto rate to at least 70¢. 

MR, FRAWLEY: Why would you feel you had to 
do that? 

MR. WALDON: We have the right to set that rate 
the Board of Transport Commissioners has ruled that we 
have the right to set the rate. For the purposes of our 
study we have not considered a rate to Montreal of 
less than what we would charge Toronto. 

MR, FRAWLEY: You have not considered it but 
were you worrying about long and short-haul discrimina- 
tion that might result if you did that? 

MR. WALDON: This is a personal opinion: I 


would think if we quoted a rate to Montreal that was 
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Hess than the rate. to Toronto and as a result 
products should still move back into the Toronto area, 
Weymi enc swe open toa charge of unjust dis¢rimination, 
tits tien erviticlal situation, 

MR, FRAWLEY: Isiyppose you know there are 
lots and lots of short-haul instances of discrimina- 
tion in Canada on Canada's railways. 

MR. WALDON: So you have told me. 

Mik. FRAWLEY: IF I told you, you have 
heard 16 Irom one who. has: lived with 10 form 4. tone 
time, 

THE CHATRMAN: Freight rates are not within 
eur vermis Of, reterence, 

MR. FRAWLEY: No, but the suggestion that 
they would not want to put an apex at Toronto is 
what interests me very much, 

L put. it co you, very pluie ly, We aii ey 
through with the freight rates in a moment, you would 
have every justification of charging less at Montreal wheye 
you nae meeting Venezuelan competition and you 
could leave the Toronto rate considerably higher 
without offending anything the Board of Transport 
Commissioners might say to you. 

MR, WALDON: Our studies are not based 
on charging less to Montreal than To Toronto, 

MR, JOHNSTON: Mr. Frawley, may I just 
correct something I said. I said that 70¢ was 


equivalent to 3.5@, IT believe. I do not think that 
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WHO 
was the reference that was made by the gentleman 
from Lehman Bros. I just have a copy of the 
transcript here and what he Says. uss 
"Our feasibility studies show conclusively 
"that Canadian oil can be transported at a 
"rate of 2.6 cents per hundred barrel miles. 
"This compares to the 3.6 cents per hundred 
"barrel miles currently charged by Inter- 
"provincial," 
in other words, he is taking that figure 
from our existing system and has not projected it 
under the Montreal market. 
MR. FRAWLEY: What is that 3.6; just 
expand Upon that. 
MR, JOHNSTON: 3.6 is per hundred barrel 
miles for what rate? 
MR, FRAWLEY: The whole system. 


MR, JOHNSTON: The same thing. 
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MR, FRAWLEY: Now, would you look at page 
30 of your brief, please? I have just a question there 
again on your stock ownership. Canadian Oil Companies 
Limited have a stock ownership of 1.98%. In that group 
which make up 57.68% are there any individuals or 
organizations, corporations that own more than 1.98%? 

MR, JOHNSTON: My recollection of the last 
shareholders! list which I examined, Mr. Frawley, is 
that there are no shareholders having in excess of 
100,000 shares. 

MR, FRAWLEY: No. Now, Canadian Oil Companies 
owns 100,000 shares? 

MR. JOHNSTON: Yes. 

MR, FRAWLEY: And you say there is no other 
single corporation that owns as much as Canadian Oils? 

MR. JOHNSTON: Or individual, yes, sir. 

MR, FRAWLEY: Now, following up what Dr. 
Britnell was discussing with you this morning and your 
relations with the Transport Board, you said that your 
relations with the Transport Board were very happy ones. 
I don't want you to say anything else, put Tepes Le 
to you, Mr. Johnston, that you have had no real acquain- 
tance with the Transport Board. Seriously, you have 
gone before the Transport Board to get approval of the 
construction of your main line and a few branch lines 
in Alberta since that time and you have had one en- 
counter with the International Refinery. That is your 


sole acquaintance with the Transport Board. 
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MRS JORNSTON: Yes, [ink that ic. vrue, 
and the contacts,while we have been in the engineering 
field and getting permits and everything else, have 
been very extensive and the contacts have been very 
close and they have gone over a period of years. 

MR, FRAWLEY: You mean with the engineering 
svait? 

MR, JOHNSTON: With the staff and the Board. 

MR, FRAWLEY: With the Transport Board as 
a rate regulating body, what experience have you had 
other than the International Refinery incident? 

MR, JOHNSTON: That would be correct. 

MR, FRAWLEY: Who would be the people who 
would file a complaint if there was anything wrong 
with your rates? 

MR, JOHNSTON: Any shipper could complain 
4f he was not satisfied. 

MR, FRAWLEY: Now, on page 23 you say - and 
I want you to correct me 1f T have a@ wrone impression = 
"The following companies are the principal erude oil 
purchasers." Now, actually speaking of Alberta, how 
many shippers do you have out of the Edmonton terminal? 

MR, JOHNSTON: I will have to get that. 

The total is about 18 or 19 shippers, but whether 
they all come from Edmonton, I will have to check, 
MR, FRAWLEY: You have 18 shippers altogether 


MR, JOHNSTON: We have 18 shippers, that is 


a correct figure. 
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MR, FRAWLEY: And who are those 18 shippers? 
Would it be too much to put them into the record? 

MR. JOHNSTON: Trans Mountain, Royalice, 
Beevishn American, Imperial, Coop. of Regina. Grease 
Northern, Anglo-Canadian, North Star, Lake Superior 
Refining, Regent Refining, International Refiners, 
Northwestern Refining, Bay Refining, Dow Chemical - 
Trans Mountain is not a shipper - Canadian Oil. 

MR, FRAWLEY: And you haven't had any of 
those people ever complain to the Transport Board 
in regard to your. rates? 

MA.) og ORNSTON: UNO. Sar, 

MR, FRAWLEY: Mr. Chairman, I -- 

MR. JOHNSTON: With the exception of the 
International Refinery. 

MR. FRAWLEY: Mr. Chairman, I would like to 
offer this document I have in my hand as an Exhibit. 

THE CHAIRMAN: What is that, Mr. Frawley? 

MR, FRAWLEY: This is the statement I have 
been discussing, otherwise I am afraid it Dene go2ne 
to. DE Part,or the record formally. 

THE CHAIRMAN: Will you please give it to 


the registrar and we will have Lt marked, 


---EXHIBIT NO, CC-1-1: Statement submitted 
by Mr. Frawley. 
MR, FRAWLEY: And while I am Ab Lu, Lo woul 
live to file the othes document, income tax provision 


of Interprovincial Pipe Line Company. 
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THE CHAIRMAN: Yes. 


~--EXHIBIT NO. CC-1-2: Income Tax provision of 
INVErprovincial Pipe aie 
Company. 

MR, FRAWLEY: Now, I just have one more 
question to ask you, and it has to do with the Jine 
of questions asked this morning by Dr. Britnell and 
answered by Mr. Mathieson. Mr. Mathieson, you put 
into the record this morning a short statement with 
regard to the incident where you wanted to transfer 
from Interprovincial to the Pembina Pipe Line Company 
a small section of line which had formerly gone into 
the McColl-Frontenac at Edmonton of 9,271 feet. That 
is the incident you are speaking of? 

MR, MATHIESON: Yes. 

MR, FRAWLEY: The Pembina Pipe Line Company 
wanted to run a batch of crude to see if it was suit- 
able. 

MR. MATHIESON: Yes, with the Board's per- 
mission. 

MR, FRAWLEY: And someone suggested they 
might have ownership out of it and they turned the 
lease into ownership? 

MR, MATHIESON: Yes. 

MR, FRAWLEY: Before the Pembina Pipe Line 
Company could lease that 9,000 feet of line from you 
they had to make an application to the Board of Transpor 


Commissioners at Ottawa to approve that leasing. 
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MR. MATHIESON: Interprovincial made applica- 
tion to the Board for approval of leasing. 

MR. FRAWLEY: And then it was decided to turn 
it into an outright transfer, but further approval of 
the Board of Transport Commissioners had to be obtained 
to have it validated. 

MR, MATHIESON: Yes. 

MR. FRAWLEY: And that ali had to, do witha 
G,e71 feet of 8 inch pipeline situate in close proxi- 
mity cto therilinterprovincial tank Tari, so that sit 
might also called part of the Interprovincial tank 
farm and Trans Mountein and McColl-Frontenac tank farm 
area. 

MR, MATHIESON: I wouldn't agree with that. 
It was completely separate from the tank farm. ppuee 
tically, all or them are outside the Interproyancial 
tank farim. 

MR, FRAWLEY: . is that @ sketch of Cur: 

MR, MATHIESON: it Doe@ks.comrecr comme, 
Outside of the Interprovincial tank farm there is 
9,271 feet, and there was an extra footage down, (here. 

MR, FRAWLEY: 2 don't know what it would be 
in miles or half miles, but the whole enterprise was 
within a mile of Interprovineial. 

MR, MATHIESON: Yes. 

MR, FRAWLEY: Even closer than that? 

MR, MATHIESON: Well, across the road. 


MR, FRAWLEY: Now, Mr. Mathieson -- 
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MR, MATHIESON: Excuse me, Mr. Frawley, I 
want to explain that it was completely separate from 
the tank farm. 

MR, FRAWLEY: Now, having in mind what was 
poyvouved 1n that small transaction, 1 puri conyou 
as solicitor of the Interprovincial Pipe Line Company 
waether you don't think it is too bad that. Interprovin= 
cial had to go to Ottawa to get approval of that sort 
of thing rather than go to -- 

THE CHAIRMAN: I don't think Mr, Mathieson 
should be asked that question. It may be that on his 
advice they did that. 

MR, FRAWLEY: You are quite right. I think 
it is a good example of the thing that Dr. Britnell 
was discussing this morning. 

Mr. Mathieson, let me put one more thing 
on the record. All this was because Interprovincial 
was a federal entity and that that line originally, 
the one we are talking about that Pembina wanted 
to buy from you, that 9,000 feet. of line has been 
originally constructed only after the Board of Transport 
Commissioners had given approval. 

MR,. MATHIESON: That is eorrecy. 

MR, FRAWLEY: And that it was because of 
the fact that Interprovincial is a federal entity and 
subject in all respects and in all of 410s enterprise 


to the jurisdiction of the Board of Transport Commiss- 


ioners. 
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MR. MATHIESON: That is right. We couldn't 
Spae Luup if it was only 9,000 feet, 

MR. FRAWLEY: And if it was only 10,000 feet 
you wanted to sell to one of your neighbours, you 
would have to go to Ottawa to get the approval of 
the Board of Transport Commissioners. 


ME. MATHIESON: Thetis righ. 


---A short recess. 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

MR. FRAWLEY: Mr. Chairman, I would like 
to ask one more question, please, of Mr, Johnston. 

THE CHAIRMAN: I certainly can't Stop you, 
Mr, Frawley. 

MR, FRAWLEY: Thank you. You are very 
kind. 

Me, Johnston, or Mr, Clute, you have said 
you would build a 26-inch line into the Montreal 
market, and I was wondering what the significance 
of that was as against Home's idea that it would 
probably build a 30-inch line. 

Does that indicate you are any less 
optimistic than they are about the growth down 
there? 

MR. CLUDE: Yess a uldoee., 

MR, FRAWLEY: You have not got the opti- 
tiism.they have, that_a 30-inch line would be 
warranted? 

Mis. CLUTE: That Ls ucorrect ascii. 

MR. FRAWLEY: You also indicated today 
that you would start out with 280,000 barrels 
maximum capacity, but you could increase that 
to 350,000 barrels. That is with maximum boosting? 

MR -GCLUTE sy That Jue Corre ako aa 
you find the market was going to be in the 


neighbourhood of 350,000 barrels, you would not 
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put in a 26-inch line to start with. 

MR, FRAWLEY: What would you put in? 

BS CLUDE. 307 or sh inch. 

MR, FRAWLEY: Having in mind your judgment 
and putting in a 26-inch line, you say, having put 
that in, you could go up to 350,000 barrels a day? 

MR. CLUTE: Approximately that. 

MR, FRAWLEY: I am instructed that would 
Wean apour 30 to 35 pumping stations to do thac, 

MR, CLUTE: That is approximately correct. 

wi, ERAWLEYS <P put Le to your enarmevaes 
might -- I just want your observations on whether 
Or Tov that would be such an increase aaveost that 
it would warrant an increase in your tariff rate. 

MR, CLUTE: “IT can't. answer thavedirecrry, 
sir, but LT would think that, with the’ increased 
volumes, that would not be the case. 

MR, FRAWLEY: But without further examination, 
you would not be prepared to challenge that, exactly, 
would you? 

MR... CLUTE: I would say I would not vhink 
that would be the case. 

MR, FRAWLEY: I am instructed that it would 
so increase your operating costs as to distort them 
in comparison with your capital costs. 

MR, CLUTE: It certainly would not be the 
most economical way to go. 


MR. FRAWLEY: Well, Mr. Waldon, might I 
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add one more thing about Exhibit CO ails thai s., 
your expenses versus your revenues, 

There is nothing in these costs at all 
for any rate of return? 

MR, WALDON: You are rereririgic = 

MR. FRAWLEY: I think it is called 
Exhibit CC-1-1, 

MR, WALDON: The 4.33¢ is our average 
revenue per 100 miles per barrel, so it certainly 
anciudes 2 profit, 

MR, FRAWLEY: Let me put to you what I 
have in mind: Compared with the Edmonton to Sarnia 
rate of 3.67¢, there this statement indicates that 
you have a@-minus .12,0f a-.cent defiicroe Nome ati ae 
without allowing you anything for a rate of return 
or a surplus over and above your dividend. That is 
POs fo oA UE 

MR, PATTILLO: I don't want to have the 
record incorrect, but surely a dividend is a rate 
Ol verirn, Lsen's Lb? 

MR, FRAWLEY: Oh, well, not where I come 
from, 

You aré entitled to 2oupyexpensec, ay ou are 
entitied to.your fixed charges; you are enti cicada ae 


your dividends and you are entitled to something else 


over and above that, aren't you? 


MR, WALDON: The per one hundred mile rate 


ake ’ ' 
to Sarnia works out at 3.607¢. Our average costs work 
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Cue 60) 34.05¢, Am 19057. T would say the difference 
between those two figures allows for a rate of 
Tenurn. 

MR. FRAWLEY: All right, That is precisely 
what we are talking about. The 3.05¢ allows your 
possible expenses, including the income tax which 
you have paid. It allows you nothing for dividends 
and nothing for a surplus, so unless you do not 
think you should have a surplus..you are at .12 of 
a cent of a deficit when you are comparing what 
you spend against what you receive to your rate 
from soarnia, Now, thatveis all. Just comrec. ine 
2.) Loam wrong. 

MR. WALDON: I am afraid I do not follow 
you. I see your figures; You end up with minus le. 

MR, FRAWLEY: You see how the minus is 
eeriyed 20? 

MR, WALDON: I see how the minus is 
arrived at. I don't know exactly what it proves, 
though. 

If you are endeavouring to get me to say 
that we lose money on shipments to Sarnia, I 
certainly am not going to say that, because it 
is not the case. 

MR, FRAWLEY: You say it is not the case? 

MR, WALDON: Certainly not. 


MR, FRAWLEY: Because you get more than 
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MR. WALDON: Yes, 

MR. FRAWLEY: And you say that because 
you get more than 3.05 you are not losing money? 

MR. WALDON: How can you be losing money, 
if you get 3.67 and your expenses, including taxes, 
aren 37057? 

MR. FRAWLEY: Would you be satisfied if 
you got only 3.05 without anything for a dividend 
or anything for a surplus? 

MR. WALDON: Oh, no. 

MR, FRAWLEY: That's fine. Thank you. 

THE GHATRMAN: Thank you, Mr. Frawley. 

Mee Paurnblo? 

MR. PATTILLO: Mr, Chairman jai tir: 
Johnston and the others would just temporarily 
step down and Mr, Warterfield could come forward. 

Mr, Warterfield, you presently reside and 
have your place of business in Dallas, Texas? 

MR. WARTERFPIELD: That is correecr, sir. 

MR, PATTLLLOT You aré 4 eradvuate Oo; a. 

I recall it, tne University of Oklahoma? 

MR. WARTHREIELD: .Yes, Sir. 

MR 3s PATE ELO. Graduated in 1920? 

MR. WARTERFIELD: 1920. 

MR, PATTILLO: And, since that time, have 
you been engaged in the oil business exclusively? 

MR, WARTERPLELD: Wes, “sar. 


MR, PATTILLO’: When was your first 
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association with the oil pipeline business? 

MR.WARTERFIELD: 1923, 

MB. PATTILEO: And au tre present 
time are you carrying on business for yourself? 

MR. WARTERFIELD: I am in private 
consulting business, 

MR, PATTILLO: How long have you been 
in the consulting business? 

MR, WARTERFIELD: Eleven years. 

MR, PATTILLO: During thoseeleven years 
in what countries have you engaged in the 
consulting business regarding oil pipelines? 

MR. WARTERFIELD: South America. 

MR. PATTILLO? What parvus or cour 
America? 

MR, WARTERFIELD: In Venezuela and in 
Colombia. 

MR. PATTILEO: “Yes? 

MR. WARTERFIELD: Also, of course, in 
the United States, apa in Canada and in Europe 
end in India. 

MAR.. PATTILLO: Now, could “you Nelo tie 
Commission out by explaining to us. an) your 
experience, the general practice that is followed 
in the United States, for example, 1m devermining 
tariffs for oil pipelines? Would you explain, in 
doing that, if there is a formula used, wnat the 


——_— base is that is used, what is considered a reasonable 
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rate of return and also would you ' mind developing 
this theory of telescoping rates when that is 
employed, and why? 

MR. WARTERFIELD: (Mr. Pattililc, berore. - 
do that, I am not quite certain I understand your 
term “vrelescopine” , 

MR. PATTILLO: Well, it is not my term, 
it 16 Me. Levy's term, However, as £ understand ic, 
the short haul rate is more than the long haul, and 
the further route you go on the line, the lower the 
rate per mile is to that destination. 

MR, WARTERFIELD: T sec, Sir. .coatarias 
I know, there is no prescribed mathematical formula 
for the determination of a point of origin to mulvipie 
points of destination of a crude or refined petroleum 
product pipeline. It became necessary, due to the 
large number of questions which the company for whom 
I was working at the time was being asked, back in 
1932 and 1933, and immediately the evaluating orders 
of the Interstate Commerce Commission were served on 
the common carriers, more attention than ever was 
focussed on the carriers! tariff rates, and in 
association with a man by the name of S. L, Westlake, 
who is now chief engineer and on the Board of Directors 
of Magnolia Pipe Line, we worked out a basic formula 
which recognizes the essential elements of a rate 
structure necessary to determine a composite system 
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Emoee 


and/or more than one point of delivery. 

We nave made use: ofr that formulary quire 
extensively and, when the composite rate is determined, 
Gaver Certain whibtilal conditions \ tha we ties asr 
value of the property being used having then been 
devermined, the operating costsvand other charges, 
either paid: or provided for, depreciation, taxes 
and interest on any debt that might be involved, 
the percent desired net return, after income taxes, 
then that composite rate might be used for those 
conda tions. 

Once that is done Lt. is "an ‘extremely 
difficult, if not an impossible mathematical formula, 
the procedure of determining the components of that 
composite rate, so we are forced to use a tool of 
experience which is obtained by taking all of the 
mileage to the point of origin to destination rates, 
and placing those on a graph and charging the trend 
of the curve that those rates will produce, and 


it is interesting to note that-four curves yia 


famiiy of Tour: curves. hyperpolne Lan character: 
will encompass 97% or even better of all the trans- 
portation rates of a common CAareier by! pipeline: 
for crude oi] and refined products in the United 
States voday. 

Having that information and knowing our 
point of origin and destination on our new pipeline 


system that we would develop rates for, we can 
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enter that charge and use our best judgment in 
selecting consistently, along in one curve, those 
point of origin to destination rates. We then 
extend that rate by the number of barrels to be 
delivered at that destination within a year's 
period, the sum obviously being the total revenue 
received. 

You can then, by inspection, having 
first known the composite rate and the amount of 
Gross revenue to be received, tell whether the 
second figure is greater or lesser than the first. 
If it produces a greater amount of revenue, quite 
ObVLOUSlY, av point of origin to destination rates, 
~nose Tigures are too high for the volumes, If 26 
is too low, then your rates are too low and you must 
20 juSo Lt again, 

hav i8.as far as 1 know you can ao un 
the mathematical guide approach to establish the 
tariff rate, and it is at this stage that negotia- 
tions and the influences of competitive modes of 
transportation by other methods take over. 

MR, PATTILLO: Now, in the United States, 
there is a regulatory body which approves the 
rates on) the ol] pipeline carriers, 13 vane eh. 

MR, WARTERPIELD: Not exactiy, Mir. Pauvilio, 
in that they receive formal approval, A rate may be 
filed with the Interstate Commerce Commission on 


the one day or ten day or thirty day notice period, 
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but within the thirty day period any intervenor 
has the right to appear and to protest that rate. 
Merve 2s provesting.” the rate 1S nou wesued: 
although it may be operative on a one day emergency 
basis. It merely calls for a hearing before the 
Commission, wherein the carrier and the intervenor 
appear, each presents his own side of the maciers 
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MR. PATTILLO: When there are interventions 
and hearings are available, has it been your experience 
that the regulatory body in the States follows the 
method which you have just outlined in determining 
whether or riot the rate being charged or béing ve- 
quested is reasonable and proper? 

MR. WARTERFIELD: I do not believe they 
followed the method of establishing a rate; they start 
with the rate submitted and they examine it in the 
tyont “or Une “service that tMhaverare 1s perilorning 
co (cne public’. 

MR PATTILiUO: What, In your experience, 
is generally used by the pipeline carriers in the 
United States as being a “fair rave Of fev aiver 
all charges including taxes. 

MR. WARTERFIELD: Our Consent Decree says 
a°7% rate is not unreasonable. ‘Theretore, it must 
be concluded that 7% is a reasonable rate although it 
es *cervainly not guaranteed. 

MR, PATTILLO: Have you had any experience 
as to what happens if a pipeline carrier in the United 
States is earning a rate of more than 7% of its capital 
employed? 

MR. WARTERFIELD: The Consent Decree, as I 
recall it, further provides thav TUNGS! iN Sxcere, Of 
the earning in excess, of 7% are frozen and while they 


may be reinvested they may not be utilized on which 


———-— to earn a rate of return. 
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MR. PATTILLO: Using this 7% rate of return, 
what is the basis on which it is applied? 

MR, WARTERFIELD: That is the fair value of 
the property owned and used for common carrier purposes. 

MR. PATTILLOs” That would. be thenoriginal 
cost less depreciation of the plant; when I use the 
word, I mean the whole undertaking of the pipeline 
Carrer, 

MR. WARTERFIELD: I think a better way, per- 
haps, to state it would be one of reproduction cost, 
new, at any given period less actual depreciation 
to which is then added other elements of value; namely, 
lands and rights-of-way, working capital and, perhaps, 
some allowance for a going concern. 

Mr. Pattillo, with the kind permission of 
everyone concerned, would I be out of order if I should 
read into this record something of which I have a very 
high regard and it is the decision of the United States 
Supreme Court dated March 7, 1898 in the Smyth versus 
Ames case. Are you familiar with it? 

MR, PATTILLO: Go ahead. 

MR, WARTERFIELD: "How just compensation for 
the services rendered by a utility Nef ead may be ascer- 
tained, and what are the necessary elements in such an 
inguiry, will always be an embarrassing question.....' 

te hold, however, that the basis of jaded 
calculations as to the reasonableness of rates to be 


charged....must be the fair value of the property being 
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Used....f0r the convenience or the public. 

‘What the company is entitled to ask is 
a Tair return upon the value of that which Wt employs 
for the public convenience, ! 

‘On the other hand, what the pubic: ars ven= 
titled to demand is that no more be exacted from it... 
than the services rendered....are reasonably worth. ' : 

MR, PATTILLO: One thing 1 am not clear 
about at all from what you have’ gust quoved Js whic: 
supposing you have a pipeline which has invested 
$200 million which includes land acquisition, con- 
struction of line, pumping stations, etc. and that 
$200 million was acquired, all but $25 million, by 
borrowing at a rate of 3%. Now, in determining the 
rate of return, 7%, do you arrive at the 7% only 
after you have made provision as a cost for the pay- 
ment of the 3% interest and the sinking fund require 
ments? 

MR. WARTERFIELD: ‘The repayment of debt, 
principal and -- 4s that what you are talking about 
when you say "sinking fund requirements"? 

MR, PATTILLO: Yes. 

MR. WARTERFIELD: That 7% becomes available 
for debt repayment but only the interest is charged 
as an expense. 

MR. PATTILLO: Iv a8 charged as an expense 
and the operating costs are charged as an expense? 


MR, WARTERFIELD: Yes, sir. 
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MR, PATTILLO: And the normal tax and 
income tax? 

MR. WARTERFIELD: Yes, sir. 

MR, PATTILLO: And then for che equiv, 
holders who have put up $25 million they are generally 
entitled, as seen in the United States, to a return 
of 7% on the whole $200 million. 

MR. WARTERFIELD: The 7% gross return or 
net return, I should say, after taxes is available 
for the repayment of debt for the distribution in 
the form of dividends or it may be retained for 
eqc1c10ns to plant. 

MR. PATTILLO: So when you are talking about 
that 7% figure, you are talking about the same thing 
Mr. Johnston was talking about as a figure represent- 
ing 4 point some percent. 

MR, WARTERFIELD: I believe so, sir. 

MR, PATTILLO: Those are all the questions 
I would like to ask. 

THE CHAIRMAN: I would like to ask Mr, 
Warterfield this: is that on the same formula that 
would be applied by the Federal Power Commission in 
fixing electricity rates in the United States? 

MR. WARTERFIELD: JI am very sorry, I am 
unable to give you any help on that line; my entire 
experience of thirty-five years has been with nickel 
products line and I know nothing of the gas industry 


other than paying my bill at the end of the month. 
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THE CHAIRMAN: Perhaps I will get it another 
way: it surprises me you would say reproduction costs 
ae being Tair value.» Ts it not historical costaror 
actual costs less depreciation? 

MR. WARTERFIELD: No, sir; the value of the 
plant being used at the time in question. For example, 
the valuation order served on carriers in December 31, 
1934 took into account and recognized historical cost 
but there was a physical inventory and property in- 
terests within each common carrier by pipeline and 
those were all valued by trend and index prices 
to December 31, 1934 and the service life to date 
were all determined and the total service life of 
the units of the property were agreed upon giving 
that percentage to that property and the reproduc- 
tion cost valued new as of December 31, 1934 for a 
olanw which was. built, let us*say, an 1902 was greater, 
historically, because less peak depreciation. 

THE CHAIRMAN: Was that a sudden change in 
policy resulting from the depression which caused that 
adjustment in the historic cost by trending it upward 
and taking into account the lower purchasing value of 
the monetary unit? 

MR, WARTERFIELD: I do not believe that 
entered into it; I believe it was a matter for admin- 
istration and legal procedure to determine a rate 
pased as exactly as what it turned OULD tO Oe: 


THE CHAIRMAN: You cannot tell us whether 
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that applies in the electricity field? 

MR, WARTERETELDs tel) canne ty ecar, 

THE CHAIRMAN: Would you say that deferred 
income tax could probably be included as part of the 
rate base? 

MR, WARTERFIELD: I have never so regarded 
it.  Llohave taken the full income composite upon 
the earnings before income tax asva full cost: invalid 
of my calculations in fixing a rate’ or estimating a 
rate. There may internal accounting method which 
are very much widened. 

THE CHAIRMAN: Where do you draw the line 
in the amount of working capital? 

MR, WARTERFIELD: Giving the company as a 
going concern, the amount of working capital inelud- 
ing, but not limited to, operating material and 
supplies for a reasonable period plus the length 
of time between the time that service is performed 
and the collection upon that service is made allow- 
ing for lapses in the normal transactions of business. 

THE CHAIRMAN: Do you distinguish between 
the value of service and the cost of service? 

MR, WARTERFIELD: There again, sir, we may 
say there are a number of terms which mean the same 
things and we have things that have quite a different 
number of terms. 

THE CHAIRMAN: You would readily acknowledge 


those two would be clearly understood? 


Teg ory. or 


SVs} 


ui as Rihioe ny Nei 
etiadquon. Sf 


; i Sener 


bees Cit a us ee 
ton aa eo eS ghane ie AT) 
o (legge Tis TO Bors Bw eek 
iabetw Sonar Bint SOMO OS ‘tee ‘eanimneet saves. im 
ehe i: ra: 
hy (ie A a 
bette R tw: oom et, stem g ‘ 
1% ad. x Siri A  WAMATARY ger . + ; ¢ Ps | 
: F ae 4 
TMellots yniyeoy ta temome’ oad ond 
nF 1 SREY ES. OE Ss ie eat 
seen Maire: PSO ahr ey eo ol _s 
CW 1S STROKE ONS Ce enon mi koe 
SSO ST STOO ae ii Bede i irae ceraed Bet 
3 idea (3 8 ORAS a ae Sai LQ, 
ui 0 fe Sctt. erred) ae fish ai 6 
) f Perth, < ; on be erica Sant oad Tees bein 
; a Lewin eh Th epee loth eee 
“ jt hc RAP HL ARE eae oe 
2% mes , 
r ¥ 7 , ¥ . ! } He; ; Py r i 
. Pie de (Viree Seo Dew Sag 
5 hee | Ty TST Rae Pe Se oan ar 
ImSi a3 HD Pw" Pe) (us Rens ery dort 3 V5e 
ea ae , | 
: oS: BV Gily Gv. Gis eat: 
= ny Ep ‘ 
~aitias? Lo edmun 
Yt Dil US emit atete sop! ee ey 
Pie ser 1 ie . : I . 
a se ra te ge i ‘ 
» TED eg -Bisiow On sedans 
es ie ’ 1 
Sh Sire reas Wt a ar Sr 


os 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, WARTERFIELD: My terms, in reference 
to those two, is that a rate is the value of the 
Service and that a cost of service is just what it 
Say; the cost of making that service available. 

THE CHAIRMAN: Then you would apply the 7% 
on the value of the service as distinguished from 
tne cost of service? 

MR. WARTERFIELD: The value of the service 
is the gross revenue received from the point of origin 
to destination territories. In other words, that 
tariff itself is the value of that service which is 
being paid for. 

THE CHAIRMAN: And not the cost of service 
plus a return? 

MR, WARTERFIELD: No, sir; the value of 
the service, presumably, enters into the value of the 
service rates because of service plus profits. 

THE CHAIRMAN: So the more competition you 
have, the less value there might be in the rate? 

MR, WARTERFIELD: It is possible. 

MR. FRAWLEY: One question arising out of 
what the Chairman was asking you: in the cost of 
service deferred taxes are not charged against income, 

MR, WARTERFIELD: I am not qualified to 
discuss with you, sir, internal accounting of tax 
matters. 

MR. FRAWLEY: You are aware or are you not 


aware that in the ICC for ratemaking purposes as well 
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as for accounting purposes deferred taxes are not 
allowed to be charged by the carrier against income. 
MR, WARTERFIELD: I am not aware of that 
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NOT 


MR, MATHIESON: I direct the question 
to Mr, Warterfield. Have you examined the rate 
structure of Interprovincial Pipe Line Company? 

MR, WARTERFIELD: I have. 

MR, MATHIESON: And what is the result 
of your examination? 

MR, WARTERFIELD: In examining the rate 
structure of Interprovincial, I proceeded in exactiy 
the same identical manner as outlined previously to 
Mr, Pattillo. I reviewed in the brief which was 
filed the orderly manner in which the construction 
program was conducted and utilized in bringing the 
system to its present phase. Tne relatively short 
geryiee life to date of the physicar propervy 260 
me to, by judgment, estimate that the reproduction 
cost as of December 31, 1957, less actual accrued 
depreciation, would be substantially the same as 
the book cost of the carrier in planning investment 
as reflected in their statement of that year. 

A further Seaninacion of that same report disclosed 
the fact that earnings after taxes represented 
roughly 4.1%, as I recall the figure, on the book 
cost as of December 31, 1957, and I believe 4.6% 

of book cost less depreciation for the same period. 
It appeared, therefore, that the tariff structure 
currently in effect was producing gross revenue in 
an amount sufficient to pay the operating costs and 


charges and provide for their payment; and with an 
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Taree 
allowance for income taxes and with the 1958 fore- 
cast of deliveries as being the system throughput 
for the year 1958 and the cost for 1957 as being 
the best evidence of what might likely be expended 
for the same item in 1958, a composite system rate 
was developed which was done independently of any 
negotiation or any competition or anything else 
which may have occurred in prior years in building 
Up che rave structure, Having Tae composite rate, 
iG was then'*a matter of going into the rate guide 
chart for the route mile concerned from each point 
of the origin to destination and picking off at 
the curve a rate for this point. Two trials were 
made before an adjustment was reached wherein the 
rate to that destination produced a gross revenue 
which, after provision for operating cost and 
other charges, gave a net return after income taxes 
of 4.2% from the so regarded fair value of the 
property. These rates were then place on a chart 
and there was graphed the trend of these rates and 
the parabolic resulting per barrel per 100 mile 
curve was constructed. After that was done the 
rates of Interprovincial were superimposed upon 
the same chart and they coincided with sufficient 
closeness to say that a theoretically determined 
schedule of rates and the actual rates as developed 
by Interprovincial were substantially in agreement. 


MR, MATHIESON: Just to be clear, in 
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stantial agreement with what? 

MR. WARTERFIELD: The actual rates as they 
are now posted by Interprovincial were substantially 
in agreement with the rate structure which would be 
established for the same system today if we were 
Starting out in the Line of business as of January 
Slee OF ChuS years 

MR, FRAWLEY: Mr. Chairman, I should like 
very much to make a brief observation, I don't 
quite appreciate the purpose of this evidence, 

TG 1s in the record that the Board of Transport 
Commissioners, the only rate regulating body in 
Canada that has anything to say about interprovincial 
rates, has not had the matter before it av all. 

As I understand the evidence, he has used a fair 
value, a reproduction value. 

In the calculations that you used in 
arriving at your opinion, Mr. Warterfield, did you 
use the fair value? 

MR. WARTERFIELD: I regarded the book 
cost of the carrier as being the fair value at 
December 31, 1957. 

MR. FRAWLEY: You did not endeavour to 
ascertain the reproduction cost today. 

MR, WARTERFIELD: That would have been 2 
tremendous undertaking and would probably have 
occuppied a year's time. 


MR, FRAWLEY: Then I think I have heard 


Gott 


Ot Piwew. is sch ‘siPourita. ore 
Ning 2 gene a ee 


wt adh ten tame Re npenetinne fa 
orew, Swit l- shor ae ane 


a ee 
Visungt ‘tovge BOT teas £0 onht on ¢ ag uo 
is oo na Y ad a 
‘ Se ee ee yes : 
adit Sivorte I .oamstasd at Saawan oT 
se OE a fois etibada ae S pees ee sigue qv, 
SG. Bin et a! Sanrio 
9 0 Sepia er aig: oy “docu oa otstosaags.. ot tip | 
aA moh 7 a Ca ea 
ee qe: fo iiaok Sag fads brooee ert wnt. at a 
ae {| aSieehaeaiags 
shed setantiset oie tne ort | 90 baa tm09 
Leionivorgqyreted » busts es, ot arnt aS eget Fscie spe | 
Ais /oe it seeded Sea ers ‘bed dont ‘end waster 


tiet os Deen. eed Si" (ahastaye old bieieeobeu Teh 


tl, 20) ee a nots oubongon S ,aulsy 
fk Das wey det ‘sn okt eiuatas acid “at 
NOY. GLb ~hlakinetavaw ai) ue a oe aa te Bo Evita 
eRirg en Lads yi dene ase routay <ist os ees 
HOO0 af? Hebrsosn E-. ger NAM eas 
J sefev + Ad “ai astray srit to Jos 
Oe a) : , j ee ee “ae 
ms | rawr a toh poe Teel ,f€ sedmeged: 
ey eee oe 
oF ENOVAaSbIiS ton S1H us¥ :¥S WAAR srt 
ee, ee 
Sag Sage AN RROT eto MeBhoy owgent ony nletrwesss. 
: \s . vise 
f Heed Svs a geet ati nh 


ey 


Reok Creer? pale ¢ omy a aeG,, S 2 Dabgtaon 
MLOIn Bal-T antdd CL nerdy NEINGAR » fall 
nds VARe e be 


ANGUS, STONEHOUSE & CO. LTD. 4430 
TORONTO, ONTARIO 


&ueé 


you say that you allowed as expense the total 
provision for income taxes, not only the taxes 
paid but the taxes provided for by Interprovincial. 

MR, WARTERFIELD: The total liability for 
income taxes, 

MR, FRAWLEY: Now, you mainly have had 
experience in the United States. 

MR, WARTERFIELD: That is correct, sir. 

MR, FRAWLEY: And you know -- or if you 
do not know I should like to show you now a letter 
which I received from the Director, Bureau of Accounts, 
of the Interstate Commerce Commission, in which he 
attached a copy of the statement of Lakehead Pipe 
Line Company Incorporated for the year ended December 
31, 19560. If you read his letter, I put it to you 
that you will find that Lakehead did not even attempt 
to charge income with anything but taxes because the 
L.0,c,. would not allow them to do anything else: 

MR, WARTERFIELD: I think I explained a 
moment ago that I am not competent to discuss internal 
pax accounting wlth you. 

MR, FRAWLEY: Mr. Chairman, the witness says 
that he is not competent to discuss internal tax 
accounting. He has said that the test he has applied 
4s the test he has given me, and therefore he cannot 


avoid answering my question by saying that he is not 


sufficiently versed in accounting. 
I ask you simply to look at the document, 


and I will go further and ask the Commission to 
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receive that document and have it filed because 
of the evidence Mr. Warterfield Ls otteringy 
There isn't any question, Mr. Chairman, about 
the position of Interprovinecial, and I want to 
get it on the record. 

Phe CHATRMAN: (1 think ie 16) on “the 
record as far as we are prepared to aceent TU 
So carsay. There Ls nobody fron a, CC, tontrers 
us what their practice is, Mr. Frawley. 

MR. FRAWLEY: No, sir. I would Tike to 
make the statement, if I may, as a result of my 
communications with I.C.C., having in mind this 
particular operation of Lakehead Pipe Line, that 
tne charging of total taxes to income would not 
be and is not permitted, nor does Lakehead 
endeavour to do it.at all, I think with that I 
would be satisfied. I simply say in conclusion 
that until the Board of Transport Commissioners has 
examined this rate structure critically to either 
approve or aaeauerore 6 PR o, rankly, I may say 
thatropinions of this kind are not or any vaiue, 

THE CHAIRMAN: Oh, I wouldn't say that, 
Mr. Frawley. I think they can be most helpful to 
the Commission. I can understand from your point 
of view that you are holding that view. 

MR. COMMISSIONER HARDY: Would you 
illustrate, Mr. Warterfield, briefly, how this 


procedure would operate in the case of Interprovincial 
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making an extension to the Montreal area? 

MR, WARTERFIELD: I regard it as operating 
in identically the same manner for the purposes of 
establishing an initial group of rates. The effect 
on snort or immediate delivery points will be brought 
out if that is done. That this may have a desirable 
or undesirable effect is a matter for determination. 

It may also disclose certain factors in connection 
with competition by other movers or other pipeline 
carriers, but you have constructed a guide rate 
Structure which is consistent, and it. is not at--ali 
unusual for that guide rate structure to receive 
severe alteration depending upon conditions. 

MR, COMMISSIONER HARDY: That step would come 
about just when you. apply this vaiue of service criterto 

MR. WARTERFIELD: When you have your estimates 
of cost more firmly determined. 

MR. COMMISSIONER HARDY: But what significance 
would you apply in your analysis to just the physical 
factor that you might arrive av a figure for delivery 
to Montreal less than the figure for delivery to 
Toronto? 

MR, WARTERFIELD: Following this procedure, 
Cab WLLL anes occur. 

MR, COMMISSIONER HARDY: It will not occur? 

MR, WARTERFIELD: No, sir, it cannot occur, 

THE CHAIRMAN: Mr. Pattillo, is there any- 
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MN, PATTILLO: Nothing more, Mr. Chairman. 

THE CHAIRMAN: Are there any further 
questions of the Interprovincial Pipe Line Company 
Ore. GLa LS 

MR, PATTILLO: I have nothing more, Mr. 
Chairman, 

THE CHAIRMAN: Well, I want to thank you, 
Mr, Warterfield, for coming and giving your evidence. 
We appreciate the position that you have, the experienc 
you have in the United States. Thank you. 

Mr. Johnston, on behalf of the Commission 
I want to ‘thank you and your colleagues for the 
brief which you have submitted to the Commission, 
which has been most helpful, and also for the courteous 
and co-operative manner in which you and your 
associates have answered the questions. Thank you 
very much, 

I pelieve, gentlemen, that we were under 
ooligation to relinquish this room five minutes ago 
to the hotel - - 

MR, JOHNSTON: Mw Cheiwmen, -covcu! 
interrupt one minute? You may recall at the start 
of this hearing that we mentioned we had Mr. Ratcliffe 
and we had asked him to appear. Unfortunately he 
couldn't get here until tonight, and at that time 
we asked, if he did arriveiace, a. t aie could be put 
on. We would like to have Mr. Ratcliffe testify for 


a few minutes tomorrow morning if that would be 
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Gonvernient, He gets “in av elentro' clock -tonienr, 


THE CHAIRMAN: Perfectly all right, 
Mr, Johnston, 

We will adjourn now, gentlemen, until 
ten o'clock tomorrow morning in this room, and 
we wili@s0 on with Me. Ratcliffe af he te here, 
Mr. Johnston, and then I believe the submission 
of the Shell O11 Company will be before the 
Commission. Is that. correct «Ney, Parkinson? 

MR,  PARKINSON: “haa we correct, =i. 
Chairman. 

THE CHAIRMAN: The hearing is now 
adjourned till ten o'clock tomorrow morning. 
---Whereupon the hearing adjourned, at O58) Dette 


uUncil 10.00 a.m,, Friday, May 27eieoe. 
in the Pajiiser Hotel, Calgary: 
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